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TRANSFORMATION  OF  THE  MEDICAID 
PROGRAM 


THURSDAY,  JUNE  8,  1995 

House  of  Representatives, 

Committee  on  Commerce, 
Subcommittee  on  Health  and  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:34  a.m.,  in  room 
2322,  Raybum  House  Office  Building,  Hon.  Michael  Bilirakis 
(chairman)  presiding. 

Members  present:  Representatives  Bilirakis,  Hastert,  Barton, 
Upton,  Steams,  Klug,  Franks,  Greenwood,  Burr,  Bilbray,  Whitfield, 
Ganske,  Norwood,  Coburn,  Bliley  (ex  officio),  Waxman,  Brown,  Lin- 
coln, Deutsch,  Stupak,  Wyden,  Hall,  Towns,  Pallone,  and  Dingell 
(ex  officio). 

Staff  present:  Howard  Cohen,  majority  counsel;  Melody  Harned, 
majority  counsel;  Mary  McGrane,  majority  counsel;  Bridgett  Tay- 
lor, minority  professional  staff  member;  and  Chris  Knauer,  minor- 
ity investigator, 

Mr,  Bilirakis.  The  hearing  will  come  to  order. 

Before  the  Chair  goes  into  his  opening  statement,  I  would  like 
to  announce  that  in  the  interests  of  time  because  we  know  that  our 
distinguished  guests  don't  have  really  that  much  time  with  us,  I 
am  going  to  limit  opening  statements  to  myself,  to  Mr.  Waxman, 
Messrs.  Bliley  and  Dingell.  I  ask  the  remaining  members  please  to 
submit  your  statement  for  the  record. 

And  I  also  would  afford  the  Governors  a  10-minute  period  of  time 
in  terms  of  your  statements,  although  our  questioning  would  be 
limited  to  5  minutes. 

Today  begins  a  series  of  hearings  that  this  subcommittee  will 
have  on  the  Medicaid  program.  It  is  a  special  pleasure  for  me  to 
welcome  this  group  of  distinguished  Governors  to  testify  on  the 
state  of  the  Medicaid  program  and  their  ideas  about  restructuring 
the  program.  As  we  all  know,  many  of  the  Medicaid  mandates  first 
originated  in  this  subcommittee.  You,  our  Nation's  Governors,  then 
had  to  finance  these  expansions,  and  administer  a  program  which 
began  to  devour,  you  have  told  us  this  over  the  years,  your  State 
budgets. 

In  the  past  years,  following  the  Medicaid  program  has  been  like 
riding  a  roller  coaster.  Beginning  in  1987,  we  have  a  string  of  Med- 
icaid expansions,  the  prototype  for  Federal  unfunded  mandates. 
They  were  all  written  into  complicated  reconciliation  bills  in  the 
middle  of  the  night.  No  hearings,  no  study,  no  consultation  with 
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the  Governors,  no  consideration  of  the  impact  on  Federal  and  State 
budgets. 

They  came  in  a  tidal  wave  as  part  of  bills  like  the  Omnibus  Rec- 
onciliation Act  of  1987,  which  we  fondly  call  OBRA-87,  the  Tax 
Technicals  of  1988,  the  Family  Support  Act,  the  Medicare  Cata- 
strophic Coverage  Act,  OBRA  1989  and  OBRA  1990.  And  they  have 
proved  the  old  adage,  that  haste  sometimes  makes  waste. 

The  cumulative  impact  of  what  Mr.  Bliley  has  termed  "midnight 
Medicaid  mandates"  has  been  staggering,  not  just  for  the  Federal 
budget  but  for  the  Governors  and  State  taxpayers  as  well.  Medicaid 
spending  has  been  exploding,  growing  at  an  average  annual  rate  of 
19  percent  between  1990  and  1994.  We  know  that  in  virtually 
every  State  it  is  the  fastest  growing  part  of  their  budgets. 

Certainly,  the  Governors  and  the  National  Governors'  Associa- 
tion has  been  attempting  to  redress  this  problem  for  years.  In  Au- 
gust 1989,  49  Governors,  including  then-Governor  Clinton  of  Ar- 
kansas, signed  a  resolution  asking  Congress  for  a  2-year  freeze  on 
the  enactment  of  further  Medicaid  mandates.  They  stated,  "Our 
resolution  was  based  on  our  increasing  concern  with  the  impact  of 
the  last  3  years  of  Medicaid  mandates  on  our  budgets,  and  con- 
sequently, on  our  ability  to  properly  fund  education  and  other  im- 
portant services."  Unfortunately,  Congress  under  its  old  leadership 
responded  to  this  honest  request  by  then  passing  eight  new  un- 
funded Medicaid  mandates  in  reconciliation  bills  in  1989  and  1990. 
So  much  for  the  voice  of  Governors  in  those  years. 

This  was  followed  by  a  second  National  Governors'  Association 
resolution  unanimously  approved  by  all  Governors,  including  then- 
Governor  Clinton  who  was  on  the  task  force  who  drafted  the  reso- 
lution, requesting  modifications  and  delays  in  all  of  these  man- 
dates. 

This  resolution  stated,  "Currently,  31  States  are  struggling  with 
budget  shortfalls.  A  significant  part  of  the  fiscal  pressure  on  States 
is  coming  from  increased  costs  in  the  Medicaid  program.  The  in- 
creased costs  of  Medicaid  not  only  represent  the  generally  inflated 
costs  of  health  care  but  are  exacerbated  by  4  years  of  Medicaid 
mandates."  Let  me  finish  by  making  some  brief  comments  concern- 
ing the  extensive  micromanagement  of  this  program  by  the  Health 
Care  Financing  Administration,  HCFA. 

For  too  long,  the  States  have  been  under  the  yoke  of  arcane 
HCFA  regulations,  rules,  manual  instructions,  and  transmittals. 
You  have  been  buried  under  an  avalanche  of  Washington  bureau- 
crats and  needless  paper.  Even  when  a  State  attempts  to  create  an 
innovative  program,  this  is  what  happens. 

And  I  see  that  my  Governor  from  Florida,  Governor  Chiles,  is  not 
here,  but  I  think  he  would  appreciate  this.  This  Governors  ladies 
and  gentlemen.  Governor  Chiles,  is  a  copy  of  the  State  of  Florida's 
official  1115  waiver  application.  I  might  add  this  is  printed  on  both 
sides  of  the  sheets,  which  does  not  include  the  thousands  of  pages 
of  additional  backup  documentation.  This  represents  the  obstacle 
course,  you  have  gone  through  it,  many  of  you,  that  HCFA  places 
in  front  of  States  in  their  attempt  to  create  innovative  delivery  sys- 
tems tailored  to  the  needs  of  their  citizens.  We  need  to  make  this 
model  of  top-down  HCFA  micromanagement  and  restructure  this 


program  so  that  States  can  have  the  flexibility  to  create  health  pro- 
grams for  the  1990's. 

Thank  you.  At  this  time  I  would  recognize  Mr.  Waxman  for  his 
opening  statement. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman. 

This  is  the  first  of  the  historic  series  of  hearings.  This  committee 
has  been  instructed  by  the  Republican  Majority  to  report  out  legis- 
lation by  July  14th  that  cuts  Federal  Medicaid  spending  by  a  stag- 
gering $187  billion  over  the  next  7  years. 

It  is  hard  to  overstate  the  severity  of  this  cut,  as  you  can  see 
from  chart  one.  Under  the  Republican  cuts,  in  the  year  2002,  the 
growth  in  Federal  Medicaid  spending  would  be  slashed  from  9.3 
percent  to  1.9  percent.  As  a  result,  Federal  pajrments  to  the  States 
will  drop  from  projected  levels  by  nearly  $57  billion,  or  32  percent, 
in  that  year  alone. 

Perhaps  in  order  to  mask  the  effects  of  these  massive  cuts,  the 
Republican  Budget  Committee  report  stipulates  that  the  remaining 
Federal  Medicaid  spending  be  distributed  to  the  States  in  the  form 
of  a  block  grant.  Under  a  block  grant,  over  30  million  Americans, 
more  than  half  of  whom  are  children,  would  lose  their  guarantee 
of  health  insurance  coverage  and  join  the  ranks  of  the  uninsured. 
Over  10  million  elderly  and  disabled  Americans  would  lose  their 
coverage  for  nursing  home  and  other  long-term  care. 

The  Republican  Budget  Committee's  purpose  in  block  granting 
Medicaid  is  clear:  They  want  to  limit  the  Federal  Government's  fi- 
nancial responsibility  for  health  care  and  for  long-term  care.  They 
also  want  a  place  in  the  Federal  budget  to  go  to  in  the  future  to 
get  large  savings  for  additional  deficit  reduction  or  additional  tax 
cuts. 

Anyone  with  any  doubt  about  the  fiscal  destiny  of  the  Republican 
Medicaid  block  grant  need  only  look  at  the  Budget  Committee's  rec- 
ommendations with  respect  to  the  maternal  and  child  health  block 
grant  and  the  preventive  health  block  grant.  These  two  block 
grants,  first  established  at  the  request  of  the  Reagan  administra- 
tion in  1981,  are  cut  by  more  than  three-fifths  next  year  in  this  Re- 
publican budget. 

Toda/s  hearing  will  focus  on  problems  in  the  current  Medicaid 
program.  We  can  all  agree  that  the  Medicaid  program  has  many 
problems  and  can  be  improved.  But  the  real  issue  before  this  com- 
mittee is  not  whether  the  current  program  has  problems  or  what 
those  problems  are.  The  real  issue  is  how  in  the  world  are  the 
States  going  to  be  able  to  handle  the  loss  of  $187  billion  in  Federal 
Medicaid  funds  over  the  next  7  years  and  what  this  will  mean  for 
the  people  who  are  relying  on  this  program. 

Unfortunately,  we  have  no  legislative  proposal  before  us,  even 
though  we  have  only  5  weeks  until  we  have  to  report  out  our  rec- 
ommendations. When  we  do  I  hope  that  the  chairman  will  reserve 
at  least  as  much  hearing  time  for  his  proposal  as  he  has  allocated 
to  an  examination  of  the  current  program. 

There  are  issues  which  we  can  start  discussing  today  even  in  the 
absence  of  legislative  language.  We  don't  need  legislative  language 
to  estimate  the  effect  of  the  proposed  cuts  in  coverage. 

The  Kaiser  Commission's  independent  analysis  of  the  Medicaid 
cuts  in  the  House  Republican  budget  contains  a  summarized  in 


chart,  No.  3.  Under  the  Republican  cuts,  even  if  States  hold  the 
growth  in  spending  for  beneficiaries  to  the  rate  of  inflation,  nearly 
4  million  Americans  will  lose  Medicaid  coverage  in  the  year  2002 
alone. 

In  the  States  represented  here  this  morning,  by  Governors  who 
are  testifying,  the  numbers  of  Americans  losing  coverage  would 
range  from  over  30,000  in  Utah  to  over  115,000  in  Tennessee,  and 
in  Florida,  the  chairman's  home  State,  the  number  of  residents  los- 
ing coverage  would  be  over  430,000, 

Of  course  there  is  no  way  to  know  who  those  4  million  Americans 
will  be.  That  is  the  whole  point  of  the  block  grant.  It  is  a  mecha- 
nism that  leaves  the  States  with  the  burden  of  deciding  whether 
to  terminate  coverage  for  the  elderly  or  the  disabled  or  mothers 
and  children,  or  all  of  the  above. 

Regardless  of  how  efficient  they  are,  unless  they  replace  the  lost 
Federal  Medicaid  dollars  with  their  own  funds,  they  will  have  no 
choice  but  to  cut  back  on  coverage. 

The  Kaiser  Commission's  analysis  assumes  States  will  continue 
to  spend  their  own  funds  in  order  to  draw  down  Federal  Medicaid 
matching  funds. 

Of  course  there  is  much  opposition  to  that  requirement  among 
proponents  of  block  grants.  If  States  are  no  longer  required  to 
spend  their  own  funds  in  order  to  get  Federal  Medicaid  dollars,  and 
the  Federal  Government  is  slashing  its  spending,  then  the  total 
amount  available  for  health  and  long-term  care  for  vulnerable 
Americans  will  shrink  even  faster. 

The  results  for  coverage  are  devastating.  Even  if  States  hold 
their  own  Medicaid  spending  at  1995  levels,  the  number  of  Ameri- 
cans who  will  lose  coverage  in  the  year  2002  will  not  be  just  4  mil- 
lion, but  9  million.  And  I  have  chart  No.  4  which  shows  in  the  four 
States  led  by  the  Republican  Governors  here  today,  the  numbers 
losing  coverage  would  range  from  44,000  in  Utah  to  313,000  in  Illi- 
nois and  728,000  from  Florida.  Obviously,  if  States  decide  to  reduce 
their  spending  below  1995  levels,  the  loss  in  coverage  would  be 
even  greater. 

Mr.  Chairman,  we  have  many  vital  issues  to  discuss  today.  I 
hope  that  we  will  have  a  full  opportunity  to  have  hearings  on  what 
is  a  major  rearrangement  of  the  Medicaid  program  which — in  5 
weeks — we  are  supposed  to  recommend  to  the  Congress. 

Let's  have  that  proposal  on  the  table.  Let's  hold  hearings  on  that 
proposal.  Let's  get  the  Governors,  these  Governors  or  others,  to 
come  back  and  tell  us  what  they  think  of  those  specifics,  because 
that  is  what  we  are  going  to  need  to  do,  is  adopt  specific  legislative 
changes  cutting  large  numbers  of  Americans  out  of  the  Medicaid 
program,  throw  them  on  the  rolls  of  the  uninsured — large  numbers 
of  people  who  are  poor,  and  among  the  most  vulnerable  in  our  pop- 
ulation. The  elderly,  disabled,  and  children  are  the  ones  who  will 
be  affected. 

I  would  like  to  ask  unanimous  consent  that  I  put  in  a  much  more 
extensive  opening  statement.  We  have  a  number  of  charts.  We  will 
make  that  opening  statement  and  the  accompanying  charts  avail- 
able to  the  press  and  to  members  of  the  public,  because  I  think  we 
need  to  get  a  full  airing  of  what  is  at  stake  in  this  task  before  us. 

Mr.  BiLlRAKiS.  Without  objection. 


[The  prepared  statement  and  attachments  of  Hon.  Henry  A. 
Waxman  follow:] 

Prepared  Statement  of  Hon.  Henry  A.  Waxman,  a  Representative  in  Congress 
FROM  THE  State  of  Caufornia 

This  is  the  first  of  a  historic  series  of  hearings.  This  Committee  has  been  in- 
structed by  the  RepubUcan  majority  to  report  out  legislation  by  July  14  that  cuts 
Federal  Medicaid  spending  by  a  staggering  $187  billion  over  the  next  7  years. 

It  is  hard  to  overstate  the  severity  of  this  cut.  As  vou  can  see  from  chart  #1,  under 
the  Republican  cuts,  in  the  year  2002,  the  growth  in  Federal  Medicaid  spending 
would  be  slashed  from  9.3  percent  to  1.9  percent.  As  a  result,  Federal  payments  to 
the  States  will  drop  from  projected  levels  by  nearly  $57  billion,  or  32  percent,  in 
that  year  alone. 

In  1996 — which  happens  to  be  an  election  year — ^the  Republican  cuts  are  relatively 
small.  But  as  you  can  see  from  chart  #2,  they  quickly  explode  to  unmanageable  lev- 
els. 

Perhaps  in  order  to  mask  the  effects  of  these  massive  cuts,  the  Republican  Budget 
Committee  report  stipulates  that  the  remaining  Federal  Medicaid  spending  be  dis- 
tributed to  the  States  in  the  form  of  a  block  ^ant. 

Under  a  block  grant,  over  30  million  Americans — more  than  half  of  whom  are  chil- 
dren— would  lose  their  guarantee  of  health  insurance  coverage  and  join  the  ranks 
of  the  uninsured.  Over  10  million  elderly  and  disabled  Americans  would  lose  their 
coverage  for  nursing  home  and  other  long-term  care. 

The  Republican  Budget  Committee's  purpose  in  block  granting  Medicaid  is  clear. 
They  want  to  limit  the  Federal  government's  financial  responsibility  for  health  care 
and  for  long-term  care.  They  also  want  a  place  in  the  Federal  budget  to  go  to  in 
the  future  to  get  large  savings  for  additional  deficit  reduction  or  additional  tax  cuts. 

Anyone  with  any  doubt  about  the  fiscal  destiny  of  the  Republican  Medicaid  block 
grant  need  only  look  at  the  Budget  Committee's  recommendations  with  respect  to 
the  Maternal  and  Child  Health  Block  Grant  and  the  Preventive  Health  Block  Grant. 
These  two  Block  Grants  were  first  established  at  the  reguest  of  the  Reagan  Admin- 
istration in  1981  and  are  currently  funded  at  $684  million.  The  Budget  Committee 
wants  them  cut  by  $421  million,  or  more  than  three  fifths,  next  year,  and  then 
freeze  them  at  that  level. 

Today's  hearing  will  focus  on  problems  in  the  current  Medicaid  program.  We  can 
all  agree  that  iJie  Medicaid  program  is  not  perfect.  In  fact,  we  in  this  Subcominittee 
spent  the  last  two  years  unsuccessfully  trying  to  improve  it  in  the  context  of  health 
care  reform.  So  it  is  important  that  we  continue  to  look  closely  at  the  existing  pro- 
gram to  see  where  improvements  might  be  made. 

But  the  real  issue  before  this  committee  is  not  whether  the  current  program  has 
problems,  or  what  those  problems  sire.  The  real  issue  is  how  in  the  world  the  States 
are  going  to  handle  the  loss  of  $187  billion  in  Federal  Medicaid  funds  over  the  next 
7  years. 

In  short,  what  we  should  be  holding  hearings  on  is  the  specific  Republican  pro- 
posal to  block  grant  the  Medicaid  program.  Unfortunately,  we  have  no  concrete  leg- 
islative proposal  before  us,  even  though  we  have  only  5  weeks  until  we  have  to  re- 
port out  our  recommendations. 

Of  course,  any  proposal  to  take  this  much  Federal  money  away  from  the  States, 
and  to  radicsdly  after  an  insurer  tiiat  covers  so  many  Americans,  will  require  careful 
scrutiny.  I  hope  that  the  Chairman  will  reserve  at  least  as  much  hearing  time  for 
his  proposal  as  he  has  allotted  to  an  examination  of  the  current  program. 

There  are  some  issues  which  we  can  start  discussing  today,  even  in  the  absence 
of  legislative  language. 

We  don't  need  legislative  language  to  estimate  the  effect  of  the  proposed  cuts  on 
coverage.  The  privately-fiinded  Kaiser  Commission  on  the  Future  oi  Medicaid,  using 
the  expertise  of  health  care  economists  at  the  Urban  Institute,  has  provided  some 
valuable  information  on  this  point. 

The  Kaiser  Commission  analysis  of  the  Medicaid  cuts  that  the  House  Republican 
budget  contains  is  summarized  in  chart  #3.  Under  the  Republican  cuts,  even  if 
States  hold  the  growth  in  spending  per  beneficiary  to  the  rate  of  inflation,  nearly 
4  million  Americans  will  lose  Medicaid  coverage  in  the  year  2002  alone.  In  the 
States  represented  here  this  morning  by  Republican  Governors,  the  numbers  of 
Americans  losing  coverage  would  range  from  over  30,000  in  Utah  to  over  115,000 
in  Tennessee.  In  the  State  represented  by  the  Chairman,  the  number  of  residents 
losing  coverage  would  be  over  430,000. 

Of  course,  there  is  no  way  to  know  who  those  4  million  Americans  will  be.  That's 
the  whole  point  of  the  block  grant.  It  is  a  mechanism  that  leaves  the  States  with 
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the  burden  of  deciding  whose  coverage  to  terminate.  They  can  choose  to  eliminate 
coverage  for  the  elderly,  for  the  disabled,  or  for  mothers  and  children,  or  all  of  the 
above.  But  regardless  of  how  efficient  they  are,  unless  they  replace  the  lost  Federal 
Medicaid  dollars  with  their  own  funds,  they  will  have  no  choice  but  to  cut  back  on 
coverage. 

It  is  important  to  note  that  the  Kaiser  Commission  analysis  assumes  that  States 
would  continue  to  spend  their  own  funds  in  order  to  draw  down  Federal  Medicaid 
matching  funds,  just  as  thev  are  required  to  do  under  current  law. 

Of  course,  there  is  mucn  opposition  to  that  requirement  among  proponents  of 
block  grants.  In  fact,  the  policy  that  the  House  Republicans  adopted  in  passing  their 
welfare  block  grant  earlier  this  year  relieved  States  of  any  spending  obligation. 

But  State  spending  is  a  critical  part  of  Medicaid.  Obviously,  if  States  are  no 
longer  required  to  spend  their  own  funds  in  order  to  get  Federal  Medicaid  dollars, 
and  the  Federal  government  is  slashing  its  spending,  then  the  total  amounts  avail- 
able for  health  and  long-term  care  for  ■\AilnerabIe  Americans  will  shrink  even  faster. 

The  consequences  for  coverage  are  devastating.  If  we  assume  that  States  need 
only  hold  their  own  Medicaid  spending  at  1995  levels,  then  the  number  of  Ameri- 
cans who  will  lose  coverage  in  the  year  2002  will  not  be  just  4  million,  but  9  million. 
Chart  #4  shows  that,  in  the  four  States  led  by  Republican  Governors,  the  numbers 
losing  coverage  would  range  from  44,000  in  Utah  to  313,000  in  Illinois.  In  the  State 
from  which  our  Chairman  comes,  728,000  would  lose  coverage. 

Obviously,  if  States  decide  to  reduce  their  spending  below  1995  levels,  the  loss  in 
coverage  would  be  even  greater. 

The  other  issue  we  need  to  start  talking  about  even  in  the  absence  of  legislative 
language  is  the  distribution  of  Federal  Medicaid  funds  among  the  States. 

I  will  strenuously  oppose  the  dismantling  of  Medicaid  by  converting  it  from  an 
insurer  for  36  million  Americans  into  a  block  grant.  However,  if  the  Republican  ma- 
jority prevails  on  this,  we  need  to  look  very  carefully  at  whether  each  State  is  treat- 
ed fairly. 

A  Medicaid  block  grant  would  have  almost  nothing  to  do  with  health  care  or  long- 
term  care  needs.  It  would  be  a  fixed  amount  of  Federal  fiinds  made  available  eacn 
year  to  the  States — funds  with  which,  as  a  practical  matter,  they  will  be  able  to  do 
as  they  please. 

What  if  the  Federal  Medicaid  block  grant  dollars  are  distributed  on  the  same 
basis  as  Federal  Mec^i-aid  spending  occurs  now,  and  that  distribution  is  frozen  into 
the  fiiture?  There  would  be  huge  variations  in  Federal  payments  from  State  to 
State,  and  no  adjustments  for  changing  circumstances,  like  economic  downturns  or 
contagious  disease  outbreaks. 

In  1993,  the  latest  year  for  which  comparable  data  are  available,  the  Federal  gov- 
ernment spent  $291  on  Medicaid  for  every  U.S.  citizen.  In  the  Chairman's  State  of 
Florida,  it  spent  $205  per  person.  In  my  State  of  California,  it  spent  $224  per  per- 
son. And  in  the  State  of  Tennessee,  it  spent  $367  per  person. 

There  are  33  States,  including  Florida  and  Calitbrma,  where  Federal  spending  per 
person  was  less  than  the  national  average.  In  the  other  17  States,  like  Tennessee, 
Federal  spending  was  above  the  national  average. 

As  chart  #5  shows,  if  Medicaid  is  block  granted  and  if  the  Federal  funds  are  dis- 
tributed on  a  historical  basis,  then  33  States  might  as  well  be  making  annual  trans- 
fers of  billions  of  dollars  to  17  States.  A  glance  at  the  map  (chart  #6)  shows  clearly 
that  the  flow  of  funds  would  generally  be  from  the  West  and  Midwestern  States  to 
the  Northeastern  and  Mid-Atlantic  States,  although  there  are  exceptions. 

This  is  not  an  academic  point.  Over  the  next  7  years,  under  the  Republican  block 
grant,  tiiere  would  be  a  total  of  $768  billion  in  Federal  fiinds  available  for  distribu- 
tion among  the  States.  This  is  potentially  the  largest  resource  transfer  in  the  his- 
tory of  the  Republic. 

I  look  forward  to  hearing  the  views  of  our  distinguished  witnesses  on  these  impor- 
tant questions. 
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Mr.  BILIRAKIS.  And  without  objection,  the  opening  statements,  as 
I  announced  previously,  of  all  of  the  members  will  be  made  a  part 
of  the  record. 

[The  prepared  statements  of  Hon.  Thomas  J.  Bliley,  Jr.,  Hon. 
Fred  Upton,  Hon.  Cliff  Steams,  Hon.  Richard  Burr,  Hon.  Brian  P. 
Bilbray,  Hon.  Greg  Ganske,  Hon.  Charlie  Norwood,  Hon.  Frank 
Pallone,  and  Hon.  Mark  Foley  were  received  for  the  record:] 

Prepared  Statement  of  Hon.  Thomas  J.  Buley,  Jr.,  Chairman,  Committee  on 

Commerce 

I  want  to  welcome  our  distinguished  witnesses.  The  Governors  know  first  hand 
the  problems  -ivith  the  Medicaid  program.  The  program  is  consuming  an  ever  in- 
creasing portion  of  State  budgets,  there  is  no  more  complicated  Federal  program, 
HCFA  micromanages  every  aspect  of  the  program,  and  the  only  way  a  State  can 
be  given  any  flexibility  is  to  file  a  voluminous  waiver  application  which  HCFA  may 
or  may  not  approve  after  months  of  review. 

By  voting  for  a  balanced  budget  and  the  budget  resolution.  Congress  has  made 
a  commitment  to  making  major  changes  in  the  Medicaid  program.  As  we  all  know, 
the  Medicaid  growth  rates  have  been  astounding,  growing  at  an  average  annual  rate 
of  19.1%  between  1990  and  1994.  During  1991,  Federal  Medicaid  outlays  grew  by 
27.8  percent.  They  grew  another  29.1  percent  in  1992.  For  the  current  Fiscal  Year, 
the  Congressional  Budget  Office  (CBO)  estimates  that  Federal  payments  will  be 
$89.2  billion,  and  State  payments  will  be  an  additional  $67.3  billion,  for  a  total  of 
$156.5  billion.  Medicaid  expenditures  are  expected  to  rise  faster  than  other  health 
expenditures  through  2002.  CBO  projects  Federal  Medicaid  payments  rising  by  11.3 
percent  in  Fiscal  Year  1996,  moderating  slightly  to  an  increase  in  9.3  percent  in  Fis- 
cal Year  2002. 

We  must  slow  the  annual  growth  rate.  Medicaid  expenditures  can  no  longer  grow 
at  two  or  three  times  the  consumer  price  index. 

We  can  constrain  the  growth  rate  by  giving  our  nation's  Governors  the  flexibility 
they  need  to  create  and  administer  innovative  health  care  programs.  Medicaid  is  out 
of  sync  with  the  rest  of  the  health  care  system.  There  are  no  incentives  for  bene- 
ficiaries to  receive  primary  and  preventive  care.  Many  Medicaid  beneficiaries  con- 
tinue to  receive  their  memcal  care  in  hospital  emergency  rooms  where  the  cost  of 
their  treatment  is  enormously  more  expensive.  Clearly,  a  better  designed  system 
will  not  only  save  money  but  provide  beneficiaries  with  a  higher  quality  of  care. 

To  achieve  this  result,  the  Committee  will  look  at  a  proposal  to  convert  the  cur- 
rent Medicaid  program  into  a  system  of  block  grants  to  the  States.  The  proposal 
would  look  to  constraining  the  growth  of  Federal  outlays  for  Medicaid  by  managing 
them  under  a  capped  block  grant  approach.  Under  the  block  grant  approach.  States 
will  have  the  flexibility  to  create  innovative  health  programs  for  their  low  income 
citizens. 

Although  tremendous  flexibility  will  be  given  to  the  states  so  that  each  State  can 
design  a  program  which  best  fits  its  citizens,  there  will  still  be  a  necessary  and  im- 
portant role  for  ^e  Federal  government  in  terms  of  oversight.  Federal  oversight  is 
essential  to  ensure  that  states  continue  to  contribute  their  current  financial  share 
of  the  program. 

I  am  anxious  to  hear  the  testimony  of  our  witnesses  and  look  forward  to  working 
with  you  in  developing  a  better  Medicaid  program. 


Prepared  Statement  of  Hon.  Fred  Upton,  a  Representative  in  Congress  from 

THE  State  of  Michigan 

Thank  you,  Mr.  Chairman.  Medicaid.  One  word  that  strikes  fear  into  the  hearts 
of  State  governors  tasked  with  balancing  their  budget;  Anger  in  the  minds  of  provid- 
ers who  feel  they  are  under-reimbursed;  and  hope  in  the  spirit  of  the  poor  who  des- 
perately need  this  program. 

Unfortunately,  the  poor  don't  get  the  care  they  need  until  they  are  extremely  sick; 
the  providers  can't  financially  care  for  those  they  have  sworn  their  Hippocratic  oath 
to  serve;  and  Grovemors  are  forced  to  spend  even  more  and  more  taxpayer  money 
for  less  and  less  service.  Something  must  be  done. 

All  of  the  Governors  here  today  have  faced  the  Medicare  problem  in  their  states. 
Some  Governors,  like  Governor  Sundquist  of  Tennessee,  have  inherited  programs 
created  under  the  1115  waiver  process.  Others,  like  the  Governor  of  my  home  state 
of  Michigan,  have  chosen  a  different  route. 
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While  Governor  Engler  has  not  applied  for  the  1115  waiver,  he  has  been  at  the 
forefront  of  innovating  the  Medicare  program.  Under  Governor  Engler,  the  Medicaid 
eligibility  level  for  pregnant  women  has  oeen  set  at  185%  of  poverty.  This  move  has 
meant  that  50,000  oirths  have  been  paid  for  by  Medicaid,  compared  with  33,600  in 
1985.  The  federal  mandate,  which  Michigan  has  surpassed,  is  133%  of  poverty. 

Federal  mandates  are  a  good  example  of  why  Michigan's  Medicaid  program  is  spi- 
ralling out  of  control.  According  to  the  Mackinac  Center  for  Public  Policy,  $95  mil- 
lion will  be  required  to  meet  the  federal  mandates  imposed  on  Michigan.  In  less 
than  two  years,  if  this  program  is  not  fixed,  federal  Medicaid  mandates  will  equal 
30%  of  Michigan's  general  revenue. 

For  these  reasons,  I  welcome  Governor  Engler  and  the  rest  of  the  Governors  for 
this  very  important  hearing,  and  I  yield  back  the  balance  of  my  time. 


Prepared  Statement  of  Hon.  Cliff  Stearns,  a  Representative  in  Congress 
FROM  THE  State  of  Florida 

I  would  like  to  thank  Chairman  Bilirakis  for  holding  this  first  in  a  series  of  hear- 
ings on  the  transformation  of  the  Medicaid  program. 

Medicaid  is  a  joint  federal-state  program  that  pays  for  medical  services  on  behalf 
of  low-income  persons.  In  my  home  state  of  Florida,  Medicaid  provides  coverage  to 
approximately  1.6  million  people. 

Since  Medicaid  is  projected  to  continue  growing  by  about  10  percent  a  year  over 
the  next  five  years,  we  must  take  some  bold  steps  to  keep  the  program  from  spiral- 
ing  out  of  control.  In  fact,  the  federal  share  for  Medicaid  is  projected  to  be  $619.7 
billion  for  fiscal  year  1996  through  fiscal  year  2000.  Assuming  an  average  state 
match  of  43  percent,  it  is  estimated  that  the  state  share  wUl  be  $467.3  billion  over 
that  same  five  year  period. 

With  such  statistics,  the  need  to  control  the  rate  of  growth  of  this  program  is  all 
too  apparent.  It  will  be  not  an  easy  task.  The  changes  we  make  could  have  a  tre- 
menoous  impact  on  not  only  the  beneficiaries  but  many  of  the  providers,  including 
hospitals.  Therefore,  in  addition  to  preserving  the  current  program,  we  must  ensure 
there  is  sufficient  funding  to  meet  tne  needs  of  those  being  served  by  this  important 
program. 

I  am  especially  pleased  that  we  will  be  hearing  from  Governors  representing 
states  from  several  different  regions  of  the  country.  I  would  like  to  give  a  special 
welcome  to  Florida's  Governor  Lawtoh  Chiles.  It  is  nice  to  have  Mr.  Chiles  here 
with  us  today.  By  having  each  Governor  give  us  his  perspective  on  what  needs  to 
be  done,  and  hopefully,  to  make  recommendations  based  on  what  works  and  what 
doesn't,  we  will  be  provided  with  a  groundwork  from  which  to  proceed. 

Since  Florida  has  been  ranked  in  the  bottom  10  in  Medicaid  cost  or  $2,368  per 
recipient  compared  to  New  York  which  receives  $6,402  per  recipient,  if  we  block 
grant  this  program  with  a  5  percent  cap  on  annual  increases  using  the  current  for- 
mula it  would  be  detrimental  to  the  state  of  Florida.  We  must  change  the  current 
formula  to  insure  that  Florida  is  not  penalized  for  providing  health  care  in  a  cost 
efficient  manner. 

Under  the  current  formula  per  capita  income  is  used  as  a  measure  of  the  states' 
ability  to  finance  program  benefits.  It  further  assumes  that  low  income  states  expe- 
rience a  greater  incidence  of  poverty.  Thus,  states  like  Florida  with  a  weak  tax  base 
and  high  concentration  of  low-income  people  are  underfunded.  There  are  several  pri- 
mary considerations  which  must  be  addressed  when  corrections  to  the  federal  Med- 
icaid matehing  formula  are  made.  First,  we  must  adiust  the  growth  cap  for  popu- 
lation. This  is  a  chief  concern  since  Florida  is  a  high  growth  state.  Second,  there 
must  be  a  provision  to  have  a  transition  to  national  rate  by  variations  in  state  costs. 

Since  the  Governors  are  responsible  for  administering  this  program,  I  am  anxious 
to  hear  from  them  directly  how  they  would  streamline  the  system. 

Thank  you  again  for  being  here  today. 


Prepared  Statement  of  Hon.  Richard  Burr,  a  Representative  in  Congress 
FROM  THE  State  of  North  Carolina 

Thank  you  Mr.  Chairman.  I  appreciate  this  opportunity  to  hear  from  our  distin- 
guished panel  of  Governors  and  look  forward  to  working  with  them  to  craft  a  for- 
mula for  the  Medicaid  program  which  will  appropriately  address  the  needs  of  all  our 
states. 

My  immediate  concerns  are  two-fold,  although  I  am  sure  they  will  expand  consid- 
erably over  the  hearings  we  will  hold  in  the  coming  weeks.  First,  I  am  concerned 
about  the  exorbitent  growth  rate  of  the  Medicaid  program,  particularly  when  it  is 
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compared  to  private  sector  insurance.  Hopefully,  by  eliminating  the  umbrella  of  fed- 
eral bureaucracy  and  allowing  states  to  meet  their  geographic  and  demographic 
needs,  a  more  business-minded,  higher  quality  and  more  effective  welfare  related 
health  services  program  will  result.  We  have  seen  many  innovative  and  cost  saving 
programs  that  have  been  developed  in  cities  and  states  across  the  country,  and  the 
purpose  of  block  grants  is  to  provide  states  with  the  ability  to  craft  creative  solu- 
tions to  a  problem  which  is  becoming  more  and  more  expensive  to  address. 

My  second  concern  relates  to  states  like  my  state  of  North  Carolina,  which  is  con- 
sidered a  high-growth  state.  Certainly  it  is  not  appropriate  to  penalize  states  whose 
policies  have  encouraged  healthy  economic  growth  and  increased  numbers  of  seniors 
who  are  often  Medicaid  beneficiaries.  I  am  concerned  that  many  of  the  formulas 
which  have  been  proposed  do  not  fairly  address  the  needs  of  states  like  North  Caro- 
lina, and  I  look  forward  to  working  with  my  governor,  Jim  Hunt  and  others  across 
the  country  to  create  a  program  which  will  equitably  meet  the  needs  of  all  our 
states. 

Again,  welcome  to  our  governors  and  thank  you  for  bringing  your  ideas  to  the 
table  for  discussion. 


Prepared  Statement  of  Hon.  Brian  P.  Bilbray,  a  Representativb  in  Congress 
FROM  the  State  of  Caufornia 

Mr.  Chairman,  I  commend  you  for  beginning  this  series  on  the  Medicaid  system 
by  leading  off  with  those  that  have  hands  on,  practical,  experience  with  administer- 
ing federal  programs — ^the  governors  from  across  the  nation. 

As  we  begin  the  debate  on  Medicaid,  I  would  like  to  discuss  for  a  moment  the 
unique  situation  that  exists  in  my  state  of  California. 

California  ranks  48tii  in  its  per  person  expenditures,  while  other  states  are  spend- 
ing up  to  four  times  as  much  per  person.  California's  program,  Medi-Cal,  is  cost- 
effective  and  operates  in  a  highly  competitive  marketplace. 

It  achieves  tremendous  program  savings  with  its  selective  provider  contracting 
program  which  has  been  in  place  since  1982.  In  1993-94  alone,  it  estimated  a  net 
savings  of  approximately  $565  million  which  is  the  difference  between  negotiating 
rate  payments  and  cost-based  reimbursement. 

In  all  age  groups,  Medi-Cal  costs  per  enroUee  are  lower  than  nationwide  costs.  For 
example,  in  the:  Funding  for  children,  $601  Medi-Cal  dollars  are  spent  versus  $955 
per  enroUee  in  other  states;  Funding  for  adults  ages  21-64,  $1,422  Medi-Cal  dollars 
are  spent  versus  $1,717  per  enroUee  in  other  states;  Funding  for  the  disabled, 
$4,641  Medi-Cal  dollars  are  spent  versus  $7,216  per  enroUee  in  other  states;  and 
Funding  for  the  elderly,  $4,929  in  Medi-Cal  dollars  are  spent  versus  $8,704  per  en- 
roUee in  other  states. 

The  Medi-Cal  program  has  generated  $22  mUlion  in  savings  since  1993  through 
its  private  insurance  premium  payment  programs  (Health  Insurance  Premium  Pay- 
ment and  Employer  Group  Health  Plan).  These  programs  pay  private  premiums  for 
Medi-Cal  eligible  persons  who  need  high-cost  medical  care. 

In  regards  to  managed  care,  Medi-Cal  has  been  involved  for  over  20  years  and 
is  constantly  testing  and  improving  many  models.  Over  400,000  of  those  eUgible  for 
Medicaid  are  already  enrolled  in  managed  care  plans.  Another  two  mUlion  wUl  be 
enrolled  in  the  next  18  months  under  a  strategic  and  innovative  program. 

The  successes  and  strides  that  California  has  taken  should  be  emulated  by  other 
states  and  used  as  a  model  for  their  own  programs.  Any  formula  being  considered 
for  a  block  grant  should  not  punish  these  successes.  In  addition,  any  capitation 
should  take  into  consideration  the  poverty  and  SSI  growth  rate  of  the  state.  Califor- 
nia's state  Medicaid  expenditures  have  grown  from  $4  billion  in  1991  to  $6  bUlion 
in  1995.  They  are  expected  to  grow  to  $10  bUlion  by  the  year  2000.  Any  block  grant 
formula  should  take  these  staggering  statistics  into  consideration. 

As  a  former  county  supervisor,  I  realize  the  need  to  give  state  and  local  govern- 
ments more  authority  over  programs.  Therefore,  I  am  fully  supportive  of  the  block 
grant  proposal,  which  will  provide  greater  flexibUity  to  the  states  to  implement  in- 
novative and  cost  effective  programs. 

I  look  forward  to  hearing  the  testimony  of  the  governors  and  for  a  continued  dia- 
logue with  them  on  this  critical  issue.  In  addition,  I  would  like  to  submit  testimony 
of  Governor  Pete  WUson  from  my  state  of  California,  and  associate  myself  with  his 
comments.  Again,  thank  you  for  holding  these  important  hearings  on  Medicaid. 
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Prepared  Statement  of  Hon.  Greg  Ganske,  a  Representative  in  Congress 
FROM  THE  State  of  Iowa 

Mr.  Chairman,  thank  you  for  calling  this  important  hearing  today.  As  you  have 
noted,  this  will  be  the  first  of  many  hearings  this  panel  holds  in  reviewing  the  Med- 
icaid program. 

This  unique  federal-state  partnership  provides  critical  health  care  services  to  mil- 
lions of  Americans.  Contrary  to  popular  belief,  Medicaid  is  more  than  health  care 
for  poor  Americans.  The  program  sJso  assists  millions  in  meeting  the  costs  of  long 
term  care.  Though  a  minority  of  program  participants,  elderly  beneficiaries  in  long 
term  care  facilities  consume  a  majority  of  Medicaid  resources. 

Unfortunately,  these  programs  have  grown  far  faster  than  the  rate  of  inflation. 
Much  has  been  made  of  the  recent  report  of  the  Medicare  Trustees  noting  the  years 
of  10  percent  annual  growth  will  result  in  the  bankruptcy  of  Medicare  Part  A.  And 
although  Medicaid  does  not  face  a  similar  bankruptcy,  it  has  also  experienced 
unsustainable  rates  of  growth  which  have  strained  the  aoility  of  both  state  and  fed- 
ersJ  governments  to  meet  program  needs.  The  fiscal  consequences  of  failing  to  deal 
with  skyrocketing  Medicaid  expenses  is  just  as  serious  as  the  impending  bankraptcy 
in  Medicare. 

At  the  same  time,  I  have  strong  concerns  about  the  shape  of  Medicaid  reform 
plans  which  do  not  address  the  funding  disparities  in  the  current  system.  In  the 
past,  some  states  have  "gamed"  the  Medicaia  system  to  generate  larger  and  larger 
federal  payments.  Often  these  funds  were  put  to  non-medical  uses.  As  a  result,  Med- 
icaid reimbursements  in  some  states  are  two  or  three  times  higher  than  those  in 
other  areas  of  the  county.  I  hope  that  our  Medicaid  reform  plan  will  not  constitute 
a  Congressional  Seal  of  Approval  of  the  inequities  of  the  past. 

Today,  as  we  begin  to  review  options  for  reforming  the  Medicaid  program,  we  will 
hear  fi-om  some  of  the  nation's  most  distinguished  Governors.  I  look  forward  to  hear- 
ing from  them  on  ways  that  we  can  constrain  the  growth  of  this  program  without 
maximizing  federal  resources. 

In  Iowa,  Governor  Teny  Branstad  has  been  a  leader  in  developing  innovative  so- 
lutions for  the  delivery  of  social  services.  In  a  letter  to  me  dated  June  6,  he  raised 
a  number  of  important  issues  which  we  must  address  in  any  Medicaid  reform  ef- 
forts. I  think  his  observations  would  be  instructive  to  my  colleagues  and  ask  unani- 
mous consent  that  a  copy  of  his  letter  be  placed  in  the  record. 

Mr.  Chairman.  Thank  you  again  for  calling  this  important  hearing.  I  look  forward 
to  the  testimony  of  the  witnesses  today  and  to  working  with  them  and  all  of  my 
colleagues  in  drafting  a  more  efficient  and  effective  Medicaid  system  for  the  next 
century. 


Office  of  the  Governor, 

Des  Moines,  Iowa, 

June  6,  1995. 

The  Honorable  Greg  Ganske,  M.D., 
United  States  Representative, 
1108  Longworth  House  Office  Building, 
Washington,  DC. 

Dear  Congressman  Ganske:  I  want  to  thank  you  for  your  active  role  in  address- 
ing the  reinvention  of  the  respective  roles  of  the  federal  and  state  governments  in 
meeting  the  needs  of  low-income  Americans.  I  am  delighted  by  the  commitments  of 
Congress  to  balance  the  budget,  to  simplify  programs,  to  eliminate  duplication  and 
waste,  and  restore  to  the  states  opportunities  for  restructuring  programs  to  best 
serve  their  citizens. 

I  have  supported  the  efforts  of  you  and  your  colleagues  in  the  House  of  Represent- 
atives. They  nave  shown  great  leadership  and  courage  in  developing  and  passing  re- 
form legislation  across  a  broad  range  of  human  service  programs.  I  believe  the  Sen- 
ate will  work  to  farther  refine  legislation  with  the  goal  of  empowering  states  to  de- 
termine and  manage  the  delivery  of  public  services. 

In  my  recent  testimony  before  the  Senate  Agriculture  Committee,  I  included  the 
following  remarks:  "Most  states  recognize  that  you  can  not  truly  reform  the  current 
system  by  simply  changing  one  program.  We  must  look  to  all  programs.  That  in- 
cludes, but  is  not  limited  to  AFDC,  JOBS,  Child  Care,  Child  Protection,  Child  Sup- 
port, Medicaid,  and  Food  Stamps.  If  you  do  not  take  steps  to  reform  and  link  these 
programs,  states  cannot  fully  succeed  in  their  reform  efforts.  This  includes  state  au- 
thority to  transfer  up  to  30%  of  block  grant  funds  in  either  direction  between  block 
grants." 
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The  House  of  Representatives  has  taken  a  major  stride  towards  reforming  and 
Unking  these  programs.  There  is  an  additional  critical  step  that  must  be  taken  and 
I  £im  writing  to  urge  your  support  in  moving  in  that  direction:  a  block  grant  for 
Medicaid. 

Iowa  has  become  a  leader  in  managed  health  care.  On  March  1,  1995,  a  statewide 
managed  mental  health  care  program  was  implemented  in  Iowa — perhaps  the  first 
statewide  program  in  the  nation.  This  year,  a  managed  care  system  for  substance 
abuse  treatment  will  be  implemented. 

I  believe  Iowa  has  proven  its  commitment  and  creativity  in  serving  many  popu- 
lations: children,  the  oisabled,  and  families.  I  ask  your  help  in  assuring  that  Medic- 
aid is  not  left  out  of  the  block  grant  strategy  that  seeks  to  empower  states,  simplify 
programs,  eliminate  waste,  and  synergize  programs  that  have  too  long  operated  in 
fragmented  ways. 

I^t  me  share  with  vou  a  few  of  the  Medicaid  issues  that  must  be  addressed: 

1.  Cost-shifting — ^The  intent  of  the  Disproportionate  Share  program  for  hospitals 
(DSH)  was  sound.  It  has  been  used,  however,  as  a  mechanism  to  shift  costs  from 
the  states  to  the  federal  government.  On  the  other  hand,  we  urge  you  to  guard 
against  a  shift  of  costs  from  Medicare  to  Medicaid  such  as  that  which  burdened 
Iowa  when  the  Catastrophic  Health  Care  Act  was  repealed.  The  state/federal  part- 
nership ought  to  focus  its  strategies  toward  improved  health  care  outeomes,  not 
cost-shifting  as  illustrated  in  these  two  examples. 

2.  Program  complexity — The  current  Medicaid  program  is  enormously  complex. 
Despite  best  efforts  of  staff  in  the  field  and  in  administration,  it  has  become  almost 
impossible  to  explain  the  program  to  clients  or  providers.  For  example,  a  single 
household  may  have  some  persons  eligible  at  100%  of  poverty,  others  at  133%  of 
poverty,  and  yet  others  at  185%  of  poverty.  In  this  same  household,  income  and  re- 
sources may  have  to  be  calculated  differently  to  determine  the  eligibility  of  the  indi- 
viduals, children  and  adults,  who  are  a  family  unit.  We  need  the  ability  to  set  eligi- 
bility criteria. 

3.  Cost  containment — ^When  federal  statute  required  states  to  reimburse  Federally 
Qualified  Health  Centers  at  full  cost,  there  was  no  accompanying  incentive  for  these 
providers  to  contain  costs.  The  rate  of  reimbursement  in  Iowa  went  from  $30  to  $70 
almost  overnight.  The  Boren  Amendment,  intended  to  allow  states  to  move  away 
from  cost  reimbursement,  has  turned  out  to  be  an  undefined  minimum  threshold 
that  has  given  providers  a  vehicle  for  litigation  against  the  states.  These  are  but 
two  examples  oi  how  policy  at  the  federal  level  needs  to  be  looked  at  closer  to  avoid 
unintended  results.  Stetes  are  in  a  better  position  to  know  how  to  blend  fair  reim- 
bursement policy  with  cost  containment.  Iowa  has  demonstrated  an  ability  to  con- 
trol its  Memcaia  rate  of  expenditure  growth.  This  has  benefited  both  the  state  and 
the  federal  government. 

4.  Flexibility — It  is  essential  that  we  avoid  a  capped  entitlement  program  for  Med- 
icaid. With  a  limit  on  the  growth  of  federal  ftinds,  it  is  essential  that  we  have  flexi- 
bility in  designing  a  program  of  cost-effective  services  and  establishing  eligibility  cri- 
teria for  the  popiSations  to  be  served. 

I  urge  you  to  continue  your  strategy  of  block  grants  aid  extend  it  into  the  crucial 
arena  of  Medicaid  and  Medicaid-related  services.  I  assure  you  that  Iowa  will  redou- 
ble its  efforts  to  structure  programs  in  a  manner  that  will  achieve  maximum  health 
care  access  for  vulnerable  populations. 

I  thank  you,  again,  for  your  hard  work.  I  would  be  happy  to  assist  you  in  any 
way  I  can  as  we  mutually  strive  to  serve  this  stete  and  set  a  new  direction  for  the 
nation. 

Sincerely, 

Terry  E.  Branstad, 

Governor. 


Prepared  Statement  of  Hon.  Charlie  Norwood,  a  Representative  in  Congress 
from  the  State  of  Georgia 

Mr.  Chairman,  thank  you  for  calling  this  hearing  on  transforming  the  Medicaid 
program.  I  realize  we  have  our  work  cut  out  for  us.  Budget  resolutions  have  a  way 
of  doing  that. 

I  look  forward  hearing  fix)m  the  esteemed  Governors  of  Illinois,  Michigan,  Utah, 
and  Georgia's  neighbors  Tennessee  and  Florida.  I  know  these  men  are  on  the  fi*ont 
lines  and  have  to  deal  on  a  daily  basis  with  the  many  mandates  that  have  been 
placed  on  them  by  the  federal  government.  At  the  stune  time,  I  am  sure  they  share 
the  same  concern  with  us  that  the  country  faces  bankruptey  with  mounting  deficits 
and  we  must  find  savings  within  Medicaid  and  Medicare. 
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As  the  proposal  to  place  the  Medicaid  program  into  block  grants  goes  forward,  I 
know  it  will  be  the  governors  that  will  need  to  be  the  entrepreneurs  who  will  bring 
needed  innovation  to  the  system.  I  am  anxious  to  hear  their  thoughts  on  that  issue. 

Mr.  Chairman,  in  hope  that  our  expertise  on  this  issue  will  increase 
exponentially,  as  a  result  of  today's  discussions,  I  yield  back  the  balance  of  my  time. 


Prepared  Statement  of  Hon.  Frank  Pallone,  Jr.,  a  Representative  in 
Congress  from  the  State  of  New  Jersey 

Thank  you,  Mr.  Chairman.  I  understand  that  this  is  going  to  be  the  first  of  about 
six  hearings  on  the  Medicaid  program  to  determine  what  changes  should  be  made 
to  improve  the  system.  In  addition,  I  feel  that  it  is  appropriate  to  have  four  distin- 
guished Governors  on  the  first  panel,  since  this  program  will  have  a  huge  impact 
on  every  state. 

It  is  obvious  that  the  Medicaid  program  faces  many  challenges  and  is  in  need  of 
some  re-tooling  to  improve  coverage,  maintain  quality  services,  and  hold  down  costs. 
At  the  same  tmie,  I  also  support  increased  state  flexibility  in  providing  appropriate 
levels  of  care  to  those  who  benefit  from  this  program.  However,  I  do  not  believe  that 
the  block  grant  proposal  fi-om  the  House  budget  resolution  is  the  answer  to  reform- 
ing Medicaid. 

Now  I  understand  that  the  Republican  Congress  is  pursuing  a  balanced  budget, 
and  I  applaud  that  effort,  but  I  do  not  believe  that  aroitrary  cuts  are  the  answer. 
It  appears  that  the  direction  we  are  headed  is  towards  block  granting  Medicaid  with 
strict  caps  on  fiinding  provided  by  the  federal  government  to  the  states.  These  pro- 

gosed  caps  in  federal  spending  will  reduce  services  to  individuals  who  benefit  from 
ledicaia  As  with  Medicare,  f  believe  that  Medicaid  should  be  reformed,  but  in  the 
context  of  health  care  reform. 

It  is  my  hope  that  these  hearings  will  be  the  vehicle  to  educate  the  public  about 
who  really  benefits  fi-om  this  program.  I  feel  that  many  see  Medicaid  as  a  program 
that  primarily  benefits  the  poor.  In  fact,  one-third  of  the  spending  from  Medicaid 
provides  benefits  to  senior  citizens,  especially  in  obtaining  long-term  care,  such  as 
nursing  home  care.  Another  third  of  the  funding  assists  those  who  are  disabled  or 
blind.  As  the  program  is  currently  structured,  by  the  beginning  of  the  next  decade, 
every  child  and  pregnant  woman  will  receive  health  care  services-universal  coverage 
for  children.  My  fear  is  that  by  making  the  proposed  cuts  in  this  program,  many 
of  these  people  will  see  a  reduction  in  their  health  care  services,  and  may  not  even 
continue  to  receive  health  benefits. 

This  would  create  a  tremendous  strain  on  the  health  care  system  in  America  and 
on  my  home  state  of  New  Jersev.  If  the  caps  are  enacted.  New  Jersey  stands  to  lose 
close  to  $4  billion  dollars  in  federal  funding  and  by  the  year  2002  will  see  a  cut  in 
its  current  projected  fiinding  by  about  25  percent.  This  is  a  large  cut  to  swallow, 
even  if  New  Jersey  could  creatively  come  up  with  every  innovative  method  to  reduce 
the  costs  of  provimng  the  same  level  of  health  services. 

Over  one  million  senior  citizens  in  New  Jersey  receive  assistance  fi-om  Medicaid 
and  I  do  not  want  them  to  have  to  take  these  cuts,  when  more  cuts  are  expected 
when  we  consider  Medicare.  Many  are  receiving  long-term  care  and  nursing  care 
through  the  Medicaid  program.  These  seniors  are  not  taking  a  fi"ee  handout.  Most 
worked  and  paid  taxes  all  of  their  lives  and  due  to  circumstances  of  aging,  they  re- 
quired long-term  care  services,  which  are  very  expensive.  Without  Medicaid,  many 
in  my  generation  would  have  to  find  ways  to  pay  for  our  parents'  long-term  care 
needs.  Without  Medicaid,  it  is  our  middle-class  that  will  suffer.  New  Jersey's  Medic- 
aid population  is  near  8  million  people  including:  senior  citizens,  children,  pregnant 
women,  disabled,  blind,  and  indigent. 

During  this  hearing,  I  will  be  interested  in  hearing  each  Governor's  ideas  on  how 
their  state  will  operate  under  a  capitated  Medicaid  block  grant  program.  Each  of 
our  states  will  see  a  drastic  reduction  in  the  amount  of  fiinding  that  the  federal  gov- 
ernment will  provide  for  Medicaid  and  I  am  eager  to  hear  how  Medicare  will  con- 
tinue to  operate  with  the  same  level  of  services  that  is  currently  offered.  In  addition, 
I  am  eager  to  learn  if  the  states  will  continue  to  be  required  to  make  a  matching 
contribution  to  the  Medicaid  program.  I  am  concerned  that  states  may  not  be  re- 
quired to  match  the  federal  dollars,  thereby  further  decreasing  needed  health  serv- 
ices for  our  seniors  and  our  children. 

As  more  hearings  ensue,  I  will  be  interested  to  learn  what  method  of  funding  dis- 
tribution will  be  employed  for  every  state  because  I  am  very  concerned  that  New 
Jersejr  may  receive  a  disproportionate  share  of  funds  based  on  the  number  of  bene- 
ficiaries served.  In  addition,  I  have  reservations  about  the  increased  negative  impact 
a  recession  would  have  on  my  state  in  a  capitated  system.  If  more  become  unem- 
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ployed,  without  an  increase  in  Medicaid  funding,  then  it  basically  means  that  less 
will  be  able  to  utilize  appropriate  health  services. 

Mr.  Chairman,  I  am  very  distressed  with  the  potential  impact  our  actions  will 
have  on  my  constituents  and  on  every  American.  I  hope  that  any  reform  that  is  re- 
ported out  of  this  subcommittee  continues  to  benefit  those  in  need. 

Thank  you,  Mr.  Chairman,  and  I  yield  back  the  rest  of  my  time. 


Prepared  Statement  of  Hon.  Mark  Foley,  a  Representative  in  Congress  from 

THE  State  of  Florida 

Mr.  Chairman,  I  want  to  thank  you  for  allowing  me  the  opportunity  to  submit 
this  testimony  for  the  record. 

The  104th  Congress  is  faced  with  a  difiBcult  task  of  balancing  the  federal  budget 
by  the  year  2002.  Our  national  debt  is  approaching  5  trillion  dollars — a  figure  that 
is  rapidly  growing  each  year.  According  to  the  Bipartisan  Commission  on  Entitle- 
ment and  Tax  Reform,  projected  outlays  for  entitlements  and  interest  on  the  na- 
tional debt  alone  will  consume  all  tax  revenues  collected  by  the  government  in  the 
year  2012  if  we  fail  to  cut  federal  spending.  This  is  a  dismal  forecast  for  our  chil- 
dren and  grandchildren  who  will  invariably  suffer  the  financial  consequences  unless 
Congress  takes  appropriate  measures  to  restore  accountability  to  the  budget  proc-  - 
ess. 

Therefore,  it  is  incumbent  upon  Congress  to  formulate  responsible  policies,  includ- 
ing structural  reforms  of  entitlement  programs.  One  of  these  proposals  being  consid- 
ered is  block  granting  Medicaid  to  the  states.  The  federal,  state  and  local  cost  of 
Medicaid  in  Fiscal  Year  1993  was  $130  billion  and  is  expected  to  reach  $300  billion 
by  the  year  2000.  This  program  has  become  one  of  the  fastest  growing  segments  of 
federal  and  state  budgets.  This  rate  is  clearly  unsustainable. 

I  support  tiie  Subcommittee's  efforts  to  address  this  problem  and  develop  a  pro- 

Rosal  that  would  pro\'ide  states  witii  greater  flexibility  for  the  implementation  of  the 
ledicaid  program.  However,  as  this  process  continues,  I  encourage  the  Subcommit- 
tee to  take  into  consideration  the  unique  concerns  of  high-growth  states. 

Florida's  population  continues  to  grow  at  a  rate  twice  the  national  average.  My 
home  state  experienced  the  second  largest  growth  rate  among  the  largest  states  be- 
tv/een  1992  and  1993  and  is  expected  to  experience  the  third  largest  net  increase 
in  population  between  1993  and  2020.  Florida's  elderly  population  also  is  growing 
faster  than  in  otJier  states  and  ranks  first  in  the  percentage  of  the  population  65 
years  and  older. 

In  addition,  the  growth  in  Medicaid  service  expenditures  has  more  than  doubled 
in  the  last  five  years  which  is  largely  attributed  to  the  increase  in  the  elderly  popu- 
lation and  their  need  for  long-term  care  covered  by  the  Medicaid  program.  While 
this  has  placed  a  significant  strain  on  Florida,  the  state  has  managed  a  smaller 
than  average  Medicaid  program  in  terms  of  how  much  money  is  spent  on  each  en- 
rollee.  State  expenditures  have  been  much  lower  than  the  national  average,  ranking 
43rd  in  the  nation  in  1992 — only  seven  states  had  lower  costs  per  Medicaid  recipi- 
ent. 

In  1993,  the  U.S.  General  Accounting  Office  (GAO)  conducted  a  study  of  the  cur- 
rent Medicaid  funding  formula  and  concluded  that  under  the  current  formula,  it 
does  not  target  most  federal  funds  to  states  with  the  greatest  needs — those  with 
weak  tax  bases  and  high  concentrations  of  low  income  people.  Therefore,  high 
growth  states  like  Florida  receive  a  disproportionate  share  of  federal  funds.  This  is 
unfair  and  needs  to  be  rectified  to  ensure  that  a  block  grant  does  not  place  an  undue 
burden  on  Florida  taxpayers. 

Mr.  Chairman,  I  want  to  respectfully  impress  upon  the  Subcommittee  the  need 
to  closely  examine  the  formula  inequity.  As  we  work  together  on  developing  fiscally 
responsible  policies,  I  hope  that  states  will  equally  share  this  responsibility. 

Mr.  BiLlRAKlS.  I  announced  earlier  that  Messrs.  Dingell  and  Bli- 
ley,  in  addition  to  the  chairman  and  ranking  member,  would  have 
an  opportunity  to  make  opening  statements  and  would  now  call 
upon  Mr.  Dingell, 

Mr.  Dingell.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  I  com- 
mend you  for  holding  these  hearings. 

Today,  the  committee  begins  its  process  to  explore  the  important 
subject  of  whether  to  convert  one  of  the  most  important  Federal 
health  care  programs,  Medicaid,  into  block  grants  to  the  several 
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States,  In  the  last  Congress,  we  explored  the  means  to  expand  cov- 
erage of  health  care  to  millions  of  uninsured  Americans.  This  year 
our  efforts  seem  to  be  directed  in  different  directions,  that  is,  find- 
ing ways  to  reduce  coverage  while  increasing  the  number  of  unin- 
sured. 

The  political  logic  behind  block  grants  is  unassailable.  The  Fed- 
eral Grovemment  collects  the  taxes  and  we  get  the  people  all  angry 
with  us,  while  the  States  dispense  cash  and  favors  with  largesse, 
that  is  wonderful  to  behold,  with  no  strings  attached.  They  get  the 
credit  and  we  get  the  grief.  I  hope  there  is  more  than  political  logic 
at  work  here. 

My  home  State  of  Michigan  has  proposed  that  with  block  grants 
there  will  be  no  State  maintenance  of  effort.  In  other  words,  the 
State  of  Michigan  would  receive  Federal  checks  from  the  Federal 
taxpayer  and  have  no  obligation  to  provide  its  own  money  to  help 
pay  for  health  or  for  long-term  care. 

The  mathematics  of  the  proposal  are  again  curious.  It  appears 
that  Michigan  is  willing  to  allow  the  Federal  share  of  Medicaid  dol- 
lars to  be  limited  to  an  average  growth  rate  of  just  4  percent  for 
each  of  the  next  7  years  while  the  number  of  Michigan  residents 
eligible  for  Medicaid  is  projected  to  grow  by  nearly  10  percent  an- 
nually over  the  next  7  years. 

How  this  increase  will  benefit  us  and  how  we  will  be  benefited 
by  the  situation  in  which  long-term  health  care  and  long-term 
health  care  benefits  will  change  when  in  the  year  2002  alone  under 
the  plan  before  us  Michigan  would  lose  nearly  $2  billion  in  Federal 
funds.  This  constitutes  a  clear  annual  reduction  of  more  than  30 
percent.  These  are  serious  concerns. 

And  Michigan  is  not  alone.  But  for  Michigan  this  may  mean  that 
more  than  16,000  residents  would  lose  their  eligibility  for  Medicaid 
long-term  care  benefits  in  1996.  A  number  that  would  grow  to 
174,600  people  by  the  year  2002. 

This  is  not  a  problem  that  can  simply  be  cast  off  on  the  poor.  Be- 
cause it  is  going  to  affect  a  lot  of  other  people.  Without  Medicaid, 
hard-working,  middle-class  families  in  Michigan  with  a  parent  who 
needs  long-term  care  will  face  nursing  home  bills  of  at  least 
$38,000  each  per  year.  About  40,000  mothers  and  children  will  also 
lose  coverage.  I  remind  all  that  more  than  60  percent  of  the  chil- 
dren receiving  Medicaid  benefits  in  Michigan  have  at  least  one  full- 
time  working  parent. 

Let  me  not  be  a  naysayer  here.  I  am  sure  my  Governor  before 
embarking  on  one  of  the  greatest  social  experiments  ever  conducted 
by  Congress  will  want  to  see  to  it  that  we  know  the  details  of  how 
consumers  of  health  care  benefits  will  be  protected  and  how  short- 
falls in  health  care  spending  will  be  met  and  how  these  supposed 
efficiencies  can  be  achieved.  I  am  sure  that  he  and  other  Governors 
today  will  be  prepared  to  provide  us  with  details  on  how  these  pro- 
posed savings  can  be  achieved  without  removing  coverage  from 
those  vulnerable  individuals  who  are  currently  covered. 

As  my  colleagues  will  appreciate,  our  job  here  is  not  just  to  focus 
on  what  is  good  for  our  individual  State  but  what  is  good  for  the 
Nation  as  a  whole.  Maybe  it  is  perfectly  acceptable  to  allow  resi- 
dents of  one  State  to  receive  less  per  benefit  than  residents  of  an- 
other State  or  for  children  with  certain  conditions  to  be  covered  in 
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one  State  while  children  with  those  very  same  conditions  in  an- 
other State  must  go  without  health  care.  Much  of  what  we  are  talk- 
ing about  today  presumes  that  the  States  will  be  willing  and  able 
to  provide  adequate  health  care  for  their  residents. 

But  it  is  indeed  curious  that  the  States  say  that  a  reduction  in 
billions  of  dollars  from  the  Federal  Grovemment  will  not  translate 
into  reduced  coverage  for  millions  of  Americans.  If  the  intent  here 
is  to  reduce  health  care  coverage,  then  the  proponents  of  the  pro- 
posal should  at  least  have  the  coverage  and  the  willingness  to  say 
so.  They  say  that  in  the  land  of  the  blind,  the  one-eyed  man  is 
king. 

What  we  are  contemplating  here  today  may  jeopardize  both  the 
quality  and  quantity  oi  health  care  coverage  to  millions  of  Ameri- 
cans. We  are  trading  a  system  that  is  flawed  but  at  least  guaran- 
tees for  millions  of  Americans  for  years  a  system  that  appears  to 
guarantee  absolutely  nothing.  We  are  doing  this  on  the  basis  of  the 
vaguest  of  assertions  from  the  States  without  any  evidence  of  what 
the  legislation  is  that  we  are  beginning  to  address  is  going  to  look 
like  and  we  are  operating  in  the  blind  here.  But  I  see  no  kings 
among  us. 

Thank  you,  Mr.  Chairman. 

Mr.  BiLlRAKls.  I  thank  the  gentleman. 

Mr.  Bliley  is  not  with  us.  Therefore,  we  will  get  right  on  to  the 
witnesses  before  us  to  the  panel.  I  would  recognize  very  briefly,  Mr. 
Hastert  of  Illinois,  who  wants  to  say  something  nice  about  his  Grov- 
emor. 

Mr.  Hastert.  I  thank  the  chairman.  I  will  be  brief.  But  I  just 
want  to  thank  you,  Mr.  Chairman.  It  is  indeed  a  pleasure  to  honor 
and  to  introduce  our  Governor  today  from  the  great  State  of  Illi- 
nois, Jim  Edgar. 

Grovemor  Edgar  has  certainly  earned  a  reputation  and  as  a  re- 
spected Governor  who  has  brought  new  fiscal  discipline  to  State 
government.  Last  November,  the  folks  in  Illinois  showed  that  when 
they  reelected  him  by  the  largest  margin  of  any  other  Illinois  Gov- 
ernor in  this  century. 

He  has  worked  with  me  over  the  years  to  try  to  bring  some  fiscal 
responsibility  to  a  lot  of  areas  in  State  government,  but  Governor 
Edgar  is  here  today  because  he  is  the  Chairman  of  Republican  Gov- 
ernors' Association's  task  force  on  Medicaid.  We  have  had  some 
problems  in  the  State  of  Illinois  with  the  present  system.  It  doesn't 
work.  Our  Governor  has  put  a  lot  of  time  and  hard  work  into  exam- 
ining the  Medicaid  program. 

I  look  forward  to  hearing  his  insights  today  during  our  hearing, 
and  I  very  much  appreciate  the  opportunity  to  introduce  him. 

Mr.  BiLiRAKis.  I  thank  the  gentleman.  Mr.  Upton,  would  you  like 
a  moment  or  two? 

Mr.  Upton.  Well,  thank  you,  Mr.  Chairman. 

I,  too,  would  like  to  welcome  my  Governor  who  has  done  yeo- 
man's work  in  terms  of  turning  our  State  around  from  having  a 
massive  deficit  to  one  where  we  can  actually  cut  taxes  in  a  major 
way. 

Obviously,  Medicaid  is  something  that  we  need  to  take  a  very 
good  look  at  it.  Federal  mandates,  in  fact,  are  one  of  the  reasons 
why  Michigan's  Medicaid  program  has  been  spiraling  out  of  control. 
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We  have  a  think  tank  in  Michigan  called  the  Mackinac  Center  for 
Public  Policy  and  they  have  estimated  that  $95  million  will  be  re- 
quired to  meet  the  Federal  mandates  imposed  on  Michigan  in  this 
year,  and  in  fact  in  less  than  2  years  if  the  program  isn't  fixed 
Medicaid  mandates  will  equal  30  percent  of  Micnigan's  general  rev- 
enue. Because  of  those  alarming  statistics,  I  am  delighted  that  the 
chairman  allowed  me  to  make  sure  that  our  Governor  participated 
in  the  panel  and  I  look  forward  to  his  testimony  and  the  dialog 
that  all  of  us  will  have  with  each  of  the  five  Governors. 

Mr.  BiLlRAKlS.  I  thank  the  gentleman  and  I  take  pleasure  on  be- 
half of  the  other  two  Floridians  on  this  panel  to  welcome  Governor 
Chiles,  a  man  with  whom  I  worked  very  closely  when  he  was  in 
the  Senate  up  here  on  a  very,  very  bipartisan  basis.  We  spent  an 
awful  lot  of  time  together,  Governor,  you  and  I  and  our  staffs,  on 
this  Medicaid  situation  on  behalf  of  the  State  of  the  Florida.  So  it 
is  really  great  to  have  you  here  and,  of  course,  we  welcome  all  the 
Governors  and  particularly  our  former  colleague,  Mr.  Sundquist,  a 
man  who  we  have  spent  many  times,  many,  many  hours  with  at 
all  hours  of  the  night,  I  might  add,  up  here. 

Congratulations.  Welcome  to  all  of  you.  Your  entire  statements 
of  course  will  be  made  part  of  the  record. 

I  would  appreciate  if  you  can  keep  your  oral  statements  to  as 
close  to  10  minutes  as  possible  and  we  will  start  off  with  Governor 
Edgar. 

STATEMENTS  OF  HON.  JIM  EDGAR,  GOVERNOR,  STATE  OF  IL- 
LINOIS; HON.  LAWTON  CHILES,  GOVERNOR,  STATE  OF  FLOR- 
IDA; HON.  DON  SUNDQUIST,  GOVERNOR,  STATE  OF  TEN- 
NESSEE; HON.  JOHN  ENGLER,  GOVERNOR,  STATE  OF  MICHI- 
GAN;  AND  HON.  MIKE  LEAVITT,  GOVERNOR,  STATE  OF  UTAH 

Mr.  Edgar.  Thank  you,  Mr.  Chairman  and  members  of  this  im- 
portant subcommittee,  particularly  my  Congressman.  Congressman 
Hastert,  thank  you,  for  those  kind  words. 

I  greatly  appreciate  the  opportunity  to  testify  before  you  today. 
You  are  focusing  on  an  issue  of  tremendous  importance  to  you  in 
the  Congress,  to  every  Cxovernor  in  this  Nation,  and  to  the  people 
we  all  serve. 

We  must  boldly  reform  the  way  in  which  health  care  is  provided 
to  low-income  families  and  individuals.  The  Medicaid  system  is  out 
dated  and  out  of  control.  Its  skyrocketing  price  tag  has  played 
havoc  with  State  budgets  across  this  Nation  for  years  and  years. 
And  it  will  play  havoc  with  bringing  the  Federal  budget  into  bal- 
ance unless  we  overhaul  it.  Not  tinker  with  it.  Not  adjust  it.  Incre- 
mental reforms  have  been  tried  and  it  is  simply  not  enough.  The 
reform  also  must  be  sweeping  and  must  come  quickly  or  we  will 
totally  lose  our  capability  to  provide  health  services  to  the  truly 
needy,  particularly  poor  children  at  an  manageable  cost. 

Medicaid  now  ranks  as  the  third  largest  entitlement  program  of 
the  Federal  Government.  Only  social  security  and  Medicare  top  it. 
Without  sweeping  reform,  the  Federal  Government  estimates  that 
Medicaid's  annual  cost  will  soar  to  $260  billion  by  the  year  2000, 
as  this  chart  over  here  shows.  In  other  words,  it  will  double  over 
the  next  5  to  7  years.  And  the  growth  in  this  program  already  has 
been  mind-boggling,  not  to  mention  budget-busting. 
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Consider  this.  Medicaid  accounted  for  10  percent  of  total  spend- 
ing by  State  governments  in  1987.  Today,  it  consumes  twice  that. 
The  Federal  Government  has  micromanaged  the  program  by  heap- 
ing mandate  after  mandate  upon  States.  It  has  tolof  us  whom  we 
must  serve  and  dictated  how  we  must  provide  the  service  without 
regard  to  cost.  In  1966,  the  first  year  of  Medicaid,  Illinois  spent  $87 
million  on  the  program.  This  year,  we  will  spend  64  times  that 
much,  or  nearly  $6  billion. 

In  Illinois,  the  tab  for  recent  Federal  mandates  alone  tops  $480 
million  this  year.  This  chart  shows  the  steep  increase  in  Medicaid 
costs  in  the  last  few  years  in  Illinois  compared  to  AFDC,  which  a 
lot  of  discussion  has  been  given  to.  Medicaid  is  where  the  growth 
has  been.  In  fact,  because  of  those  mandates  and  rising  health  care 
costs,  we  have  increased  spending  for  Medicaid  between  1991  and 
1995  more  than  we  were  able  to  boost  funding  for  education,  child 
welfare,  prisons,  mental  health,  and  law  enforcement  combined. 
That  is  right,  for  Medicaid,  more  for  Medicaid  than  for  all  those 
other  vital,  worthwhile  programs  and  services  combined. 

There  is  something  very  wrong  with  this  picture.  It  is  not  the 
picture  we  wanted.  It  is  the  one  that  was  forced  upon  us  as  we 
sought  to  balance  our  State  budget  while  living  within  our  means. 
I  would  have  preferred  to  spend  more  on  education,  more  on  men- 
tal health,  more  on  law  enforcement.  But  we  had  much  more  con- 
trol and  far  less  government  interference  in  setting  budgets  for 
education  and  other  services  outside  the  Medicaid  realm. 

The  Governor  of  any  large,  industrial  State  could  give  you  com- 

B arable  testimony.  This  is  not  a  partisan  matter.  Republican  and 
lemocrat  Governors  alike  have  been  grappling  with  this  failed  sys- 
tem and  I  can't  imagine  how  anyone  can  defend  it. 

We  need  to  bring  some  fiscal  sanity  to  the  Medicaid  program. 
And  the  only  way  we  can  do  it  is  through  a  total  revamp,  a  revamp 
that  will  allow  us  to  deliver  care  to  the  neediest  of  our  citizens 
without  bankrupting  the  States  and  the  Federal  Government. 

We  need  to  cure  Medicaid  of  its  various  financial  and  bureau- 
cratic ailments.  And  this  dramatically  different  Congress  can 
produce  the  right  medicine.  You  need  to  take  the  bold  steps  that 
are  needed.  G«t  the  Federal  Government  out  of  the  business  of 
micromanaging  Medicaid.  Let  the  States  make  Medicaid  more  cost 
effective.  Let  us  innovate  without  coming  hat-in-hand  to  Washing- 
ton seeking  waivers  from  the  Medicaid  mandates.  It  simply  has 
taken  too  long  to  get  relief  from  entrenched,  unelected,  and  unac- 
countable bureaucrats  who  fight  change.  And  when  reform  has 
come,  it  has  been  piecemeal  at  oest. 

Unfortunately,  I  have  experienced  firsthand  the  frustration  of 
trying  to  reform  Medicaid  through  the  waiver  process.  Last  July, 
I  signed  into  law  legislation  to  create  a  managed  care  program  in 
Illinois.  It  was  a  product  of  a  consensus  that  few  believed  we  could 
reach  in  Illinois.  Health  care  providers,  advocates  for  Medicaid  cli- 
ents. Republicans  and  Democrats  in  the  legislature,  all  supported 
the  new  law. 

Of  course,  we  needed  a  Federal  waiver  to  implement  it.  We  made 
the  request  in  September.  Since  then,  HCFA  has  delayed  and  de- 
layed and  delayed.  The  bureaucrats  ask  questions.  We  rush  to  re- 
spond. And  then  we  wait  and  wait.  The  bureaucrats  then  ask  more 
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questions.  More  quick  responses  and  still  more  waiting  and  wait- 
ing. But  no  action. 

This  stack  of  papers  in  front  of  me  makes  up  the  copies  of  every 
single  piece  of  paper  required  by  HCFA  concerning  our  waiver  re- 
quests. Nine  months  of  waiting.  A  pile  of  paperwork  and  still  no 
waiver. 

Millions  of  dollars  that  could  have  been  saved  to  Federal  and 
State  taxpayers  have  not  been  saved.  President  Clinton  felt  the 
frustration  as  Governor  and  he  as  President  has  told  the  Governors 
time  and  time  again  he  wants  the  waivers  to  come  quickly.  We 
were  listening  but  the  bureaucrats  apparently  weren't.  They  would 
rather  fiddle  and  quibble. 

Clearly,  Medicaid  as  it  exists  today  is  a  broken  system  and  the 
cumbersome  waiver  process  is  only  part  of  the  problem.  The  Fed- 
eral Government  has  dictated  benefits  that  are  far  more  generous 
than  normally  provided  to  working  men  and  women  through  pri- 
vate insurance  programs.  In  fact,  in  Illinois  we  recently  made  a  de- 
cision to  forego  Federal  matching  funds  for  some  alcoholism  and 
substance  abuse  treatment  programs  because  it  would  be  more  cost 
effective  for  us  to  manage  the  program  under  our  own  rules. 

Moreover,  under  the  current  Medicaid  system,  States  cannot 
limit  access  to  health  care  providers  as  a  means  to  negotiate  the 
best  rates  possible.  In  stark  contrast,  virtually  every  private  in- 
surer limits  the  choice  of  providers  under  preferred  provider  ar- 
rangements or  managed  care  plans.  The  States  should  be  able  to 
operate  like  any  large  insurer  and  negotiate  the  best  rates  with 
only  the  number  of  providers  necessary  to  deliver  the  service.  And 
we  should  be  able  to  negotiate  those  rates  free  of  the  threat  of  law- 
suits posed  by  the  Boren  amendment. 

The  amendment  was  well-intentioned.  It  was  to  provide  a  ceiling 
for  provider's  rates.  But  the  Federal  courts  have  interpreted  it  as 
a  floor  and  put  States  on  the  defensive,  costing  them  hundreds  of 
millions  of  dollars  every  year.  It  is  difficult  to  drive  a  hard  bargain 
when  the  providers  believe  they  can  steer  the  dispute  to  the  Fed- 
eral courts. 

We  need  to  repeal  the  Boren  amendment.  We  need  to  do  that  and 
much  more  to  reform  Medicaid.  Clearly,  the  taxpayers  of  this  Na- 
tion cannot  afford  to  pay  the  skyrocketing  costs  of  a  broken  system 
and  therefore  it  ultimately  will  fail  the  needy  who  rely  on  it  for 
benefits.  Massive  reform  has  long  been  overdue.  It  needs  to  happen 
now.  And  we  as  Governors  look  forward  to  working  with  you  to 
make  it  happen. 

Thank  you  very  much. 

[The  charts  referred  to  follow:] 
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Mr.  BILIRAKIS.  Thank  you  very  much,  Governor. 
Governor  Chiles,  your  statement,  please,  sir. 

STATEMENT  OF  HON.  LAWTON  CHILES 

Mr.  Chiles.  Thank  you,  Mr.  Chairman.  Good  morning.  I  want  to 
thank  the  subcommittee  for  inviting  me  to  testify  today.  I  espe- 
cially want  to  thank  you,  Mr.  Chairman.  Florida  is  fortunate  to 
have  you  as  well  as  Congressman  Steams  and  Congressman 
Deutsch  on  this  subcommittee  looking  out  for  our  elderly,  our  dis- 
abled and  our  kids. 

As  you  mentioned,  I  spent  a  few  years  as  a  member  of  the  U.S. 
Senate.  I  have  been  involved  in  my  share  of  the  budget  balancing 
fights  and  I  know  what  it  is  like  to  try  to  slay  the  deficit  dragon. 
I  especially  appreciate  the  tough  job  that  lies  ahead  for  this  sub- 
committee as  outlined  in  the  budget  resolution. 

As  you  well  know,  that  budget  resolution  directs  you  to  save 
$185  billion  in  Medicaid  programs  over  the  next  7  years.  It  also 
says  that  there  will  be  some  $350  billion  worth  of  tax  cuts.  We 
should  all  be  mindful  of  the  real  choices  that  we  are  making  as  we 
attempt  to  balance  the  budget. 

On  the  surface,  the  concept  of  block  grants  sounds  fine — more 
flexibility  and  more  power  shifted  to  the  States.  In  fact,  I  as  Grov- 
emor  of  Florida  have  been  talking  about  flexibility  for  the  Medicaid 
program  since  the  beginning  of  my  administration.  I  submitted  a 
flexibility  proposal  to  the  Federal  Government  in  August  1992 
seeking  a  waiver. 

I  also  submitted  and  received  approval  last  year  for  the  largest 
Medicaid  waiver  demonstration  project  in  the  country.  That  waiver 
when  approved  by  the  State  legislature  frees  us  from  the  cum- 
bersome categorical  restrictions  and  eligibility  requirements.  It  ^vili 
allow  us  to  serve  more  people  with  less  money  and  in  so  doing  give 
the  State  and  the  Federal  Government  real  savings.  More  impor- 
tantly, it  will  reduce  the  number  of  uninsured  in  our  State,  keeping 
health  care  costs  low  for  businesses,  particularly  small  businesses 
with  less  than  50  employees. 

I  have  watched  with  great  interest  as  I  learned  that  Congress 
was  looking  to  provide  Grovemors  with  more  flexibility  to  imple- 
ment their  own  solutions  to  health  care  problems  in  their  States. 
I  know  that  this  is  only  the  beginning  of  the  process  in  beginning 
a  new  program,  but  I  must  say  that  I  am  very  disturbed  by  what 
some  of  my  friends,  a  few  Governors  from  other  States,  have  been 
suggesting. 

I  understand  that  some  of  our  fellow  Governors  think  that  this 
new  program  should  lock  in  the  inefficiencies  of  the  past  program 
into  a  baseline  and  apply  a  one-size-fits-all  growth  rate  for  each 
State.  It  doesn't  make  a  bit  of  sense  that  a  State  like  Michigan  or 
Wisconsin  with  lower  population  growths  than  States  like  Florida, 
California,  and  Texas  should  receive  the  same  growth  rate  under 
the  cap.  That  kind  of  proposal  would  pose  a  real  danger  to  kids, 
the  disabled,  and  the  elderly  in  Florida  and  in  the  rest  of  the  other 
growth  States. 

This  is  very  serious  business.  Medicaid  is  a  vital  support  link  for 
our  most  vulnerable  citizens.  And  while  most  think  it  is  mainly  for 
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poor  welfare  families,  the  fact  is  that  two-thirds  of  the  Medicaid 
funds  are  spent  on  the  elderly  and  the  disabled. 

That  is  why  Medicaid  costs  soar  in  States  like  Florida.  The  fast- 
est growing  group  of  Medicaid  recipients  in  Florida  are  people  over 
85  years  of  age.  As  you  know,  long-term  care  is  the  costliest  of  all 
medical  care.  Middle-class  families  in  America  have  become  very 
familiar  with  Medicaid  as  their  parents  go  off  to  the  nursing  home, 
as  they  expend  those  sort  of  savings  that  they  have  had  during 
their  life,  and  then  they  find  themselves  on  the  Medicaid  program. 
And  in  the  growth  States,  population  increases  across  the  board  in 
the  program,  among  children,  among  the  elderly,  among  the  dis- 
abled, and  that  means  continued  pressure  on  our  State  budgets. 

Even  under  the  most  conservative  scenarios,  Florida's  Medicaid 
program  growth  is  estimated  to  grow  between  10  and  12  percent 
per  year  over  the  next  7  years.  These  increases  reflect  a  growing 
and  aging  population.  Most  of  those  characteristics  are  currently 
maybe  unique  to  Florida  but  many  States  will  be  facing  them  in 
the  future. 

Florida  has  the  largest  percentage  of  elderly  people  in  the  Na- 
tion. The  percentage  of  our  uninsured  is  increasing.  More  than  20 
percent  of  our  nonelderly  citizens  have  no  health  insurance.  We 
have  the  second  highest  poverty  rate,  nearly  18  percent  among  the 
large  States.  And  Florida  is  the  destination  not  only  for  thousands 
of  migrants  from  other  countries,  but  also  from  other  States,  par- 
ticularly during  periods  of  recession.  Many  of  these  new  arrivals  re- 
quire health,  economic,  and  other  financial  assistance  from  the 
State. 

When  you  factor  in  the  certainty  of  recessions,  the  pressure  on 
the  State  budget  builds.  Medicaid  caseloads,  that  is  the  number  of 
people  in  the  program,  tj^jically  peak  about  a  year  after  the  reces- 
sion hits  in  Florida.  After  the  last  recession  in  the  early  1990's,  we 
saw  caseload  increases  of  more  than  25  percent.  No  amount  of 
State  flexibility  can  remedy  that  situation. 

Clearly  a  proposal  that  ignores  growth  factors  in  the  individual 
States  would  be  disastrous.  We  need  to  be  mindful  of  who  we  are 
affecting  with  these  cuts.  America's  neediest  people,  north,  south, 
east  or  west,  are  our  children  living  in  poverty.  They  are  also  the 
elderly,  many  from  middle-class  homes,  the  disabled,  and  poor  fam- 
ilies. Their  daily  struggle  would  be  nearly  impossible  without  some 
help,  the  critical  safety  net  of  a  Federal-State  partnership. 

What  would  a  proposal  to  cap  each  State's  Medicaid  program  at 
the  saime  rate  mean  for  the  needy  in  our  State?  If  you  will  look  at 
this  chart,  in  the  first  year  of  the  block  grants,  you  see  that  the 
differences  would  be  startling.  A  needy  person  in  Massachusetts 
would  receive  $4,800,  two-and-a-half  times  as  much  as  a  needy  per- 
son in  Florida  or  Illinois,  less  than  $2,100.  A  needy  person  in  Wis- 
consin would  receive  $3,400;  while  in  California,  a  needy  person 
would  receive  $2,000.  New  York's  allocation  would  be  more  than 
double  that  of  Texas. 

That  level  of  inequity  will  never  be  acceptable  to  Florida  or  to 
any  of  the  other  growth  States.  Again,  Florida  is  willing  to  absorb 
a  fair  share  of  the  cuts  but  we  can't  let  Florida's  families  be  treated 
with  less  regard  than  families  in  Massachusetts  or  Wisconsin  or 
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anywhere  else.  Dollars  have  to  follow  a  path  to  needy  people,  wher- 
ever they  live  and  when  they  move,  the  dollars  should  move,  too. 

I  hope  this  subcommittee  would  not  endorse  a  proposal  to  let  a 
State  use  Federal  Medicaid  dollars  for  nonhealth  purposes,  espe- 
cially when  some  States  will  be  receiving  far  less  than  they  will 
need  to  meet  the  kinds  of  needs  of  the  elderly,  the  disabled,  and 
kids. 

You  will  be  sending  Federal  funds  for  the  Medicaid  program  to 
one  State  that  will  have  the  ability  to  divert  those  funds  over  to 
other  programs  while  States  like  Florida  and  Texas  and  California 
will  be  cutting  thousands  of  people  off  of  our  Medicaid  program. 

I  think  you  have  seen  the  results  of  this  kind  of  gimmickry  and 
the  disproportionate  share  program.  Shifting  new  responsibility  to 
the  States  without  a  fair,  equitable  shifting  of  resources  is  not  any 
kind  of  new  federalism.  It  is  an  unwise  attempt  to  balance  the  Fed- 
eral budget  on  the  backs  of  high  growth  States,  and  even  worse, 
on  the  backs  of  children,  the  elderly,  the  poor,  and  the  sick,  and 
that  is  plain  wrong. 

That  is  the  issue  that  should  trouble  us  all,  how  this  proposal 
will  disproportionately  hurt  the  elderly,  the  disabled,  and  the  kids 
who  live  in  growth  States.  I  think  the  next  chart,  chart  two,  illus- 
trates that  point.  Keep  in  mind  these  are  conservative  estimates. 
This  is  from  the  Kaiser  study. 

It  is  based  on  if  vou  had  flexibility  and  if  you  controlled  your 
costs  within  what  the  inflation  rate  would  be  and  what  the  cost 
rate  would  be,  so  it  is  taking  all  of  those  things  and  saying  you 
have  given  us  that  kind  of  flexibility  that  we  are  demanding  and 
we  want  and  we  have  controlled  our  costs,  then  you  see  the  States 
with  all  the  flexibility  that  has  been  promised,  keep  spending  in- 
creases per  recipient  to  no  more  than  the  inflation  rate,  we  would 
still  see  a  dramatic  reduction  in  the  number  of  people  served  in  the 
growth  States  while  some  States  would  emerge  relatively  un- 
touched. 

Michigan  would  have  to  reduce  the  number  of  elderly,  disabled, 
or  pregnant  women  by  less  than  4  percent.  Georgia  would  have  to 
cut  15  percent,  or  234,000  people,  off  of  the  program.  New  Jersev 
would  have  to  reduce  enrollment  by  less  than  4  percent.  Nortn 
Carolina  would  have  to  cut  20  percent  off  of  the  rolls.  Wisconsin 
would  see  about  a  5  percent  reduction  in  people  served.  Florida 
would  reduce  15  percent  or  430,000  of  our  elderly,  our  disabled,  our 
kids,  and  our  pregnant  women. 

These  are  conservative  estimates.  I  think  certain  of  the  Gov- 
ernors could  expect  to  get  a  windfall  out  of  this.  That  kind  of  in- 
equity should  not  be  allowed.  We  need  to  look  carefully  at  how  this 
plan  impacts  the  people  in  all  of  the  States.  I  know  this  committee 
does  not  want  to  endorse  a  proposal  that  says  the  elderly  in  Florida 
are  not  valued  as  much  as  the  elderly  in  Michigan,  or  the  children 
in  Texas  are  not  worth  as  much  as  the  children  in  Wisconsin.  Or 
tells  the  poor  and  the  sick  in  Virginia  that  they  won't  receive  the 
same  level  that  the  poor  and  the  sick  in  Massachusetts. 

Mr.  BiLiRAKis.  Please  summarize. 

Mr.  Chiles.  Federal  support  won't  accompany  the  children,  the 
families,  the  elderly,  and  poor  and  sick  who  move  to  Florida  or  to 
Arizona  or  to  California. 
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Mr.  BiLlRAKis.  Governor,  I  certainly  agree.  I  would  appreciate  it 
if  you  would  summarize.  Believe  me,  you  will  have  an  opportunity 
to  expand  in  questioning. 

Mr.  Chiles.  I  would  look  forward  to  that,  Mr.  Chairman.  I  just 
wanted  you  to  know  that  I  didn't  intend  to  take  all  of  my  time.  You 
have  got — I  see  40  minutes  up  here  represented  on  the  other  side 
and  I  am  not  going  to  take  that  much  time.  I  want  you  to  know 
that. 

Mr.  BiLiRAKls.  Sir,  there  is  no  other  side. 

Mr.  Chiles.  Yes,  sir.  I  hope  that  is  right. 

I  think  the  questions  that  you  need  to  ask  is:  Does  this  program 
treat  citizens  in  each  of  our  States  fairly  with  an  equitable  dis- 
tribution formula,  or  does  it  favor  some  States  over  others?  Does 
it  reward  those  States  making  a  real  commitment  to  reform  and 
improved  management,  or  does  it  lock  in  the  inefficiencies  of  the 
past  and  turn  the  clock  back?  Does  it  set  and  maintain  an  appro- 
priate, basic  national  standard  for  the  care  of  children  and  others 
in  need,  or  does  it  establish  a  new  underclass? 

Florida,  I  will  put  Florida  against  any  State  for  the  reforms  that 
we  have  made  in  our  program.  We  have  cut  our  costs.  We  have  cut 
our  growth  rate.  We  have  the  largest — next  to  the  largest  number 
of  people  in  managed  care  next  to  our  sister  State  of  Tennessee  of 
any  State  in  the  Nation.  We  are  doing  all  of  those  things  and  we 
will  get  penalized  under  the  House  budget  proposal  because  we 
lock  us  in  at  a  base  rate  that  already  takes  out  of  the  inefficiencies 
we  have  and  says  we  are  going  to  cap  you  there.  Any  other  State 
that  is  not  taking  those  steps  can  start  at  a  much  higher  rate. 
When  they  make  the  same  reforms  Florida  has  had,  they  will  have 
a  windfall  from  the  outset. 

You  have  got  to  be  fair  in  the  formula  that  you  have  got  to  set 
up.  You  have  got  to  be  fair  in  how  you  are  going  to  distribute  it. 
You  have  got  to  see  that  this  burden  is  spread  across  the  States 
in  a  fair  and  equitable  way. 

[The  prepared  statement  and  attachments  of  Grovemor  Lawton 
Chiles  follow:] 

Prepared  Statement  of  Lawton  Chiles,  Governor,  State  of  Flortoa 

Good  Morning.  I  want  to  thank  the  Subcommittee  for  inviting  me  to  testify  today. 

I  especially  want  to  thank  the  Chairman,  Mike  BiUrakis.  Florida  is  fortunate  to 
have  Mike  as  well  as  Cliff  Steams  and  Peter  Deutsch  on  this  Subcommittee  looking 
out  for  our  elderly,  disabled  and  kids. 

I  spent  18  years  here  as  a  member  of  the  United  States  Senate  and  I  have  been 
involved  in  my  share  of  budget-balancing  fights.  I  know  what  it  is  like  to  try  to  slay 
the  deficit  dragon.  And,  I  especially  appreciate  the  tough  job  that  lies  ahead  for  this 
Committee  as  outlined  by  the  budget  resolution. 

As  you  well  know,  that  budget  resolution  directs  you  to  save  $185  billion  in  the 
Medicaid  program  over  7  years.  It  also  says  that  there  will  be  $350  billion  worth 
of  tax  cuts.  We  should  all  be  mindful  of  the  real  choices  we  are  making  as  we  bal- 
ance the  budget. 

On  the  surface,  the  concept  of  block  grants  sounds  fine — more  flexibility  and  more 
power  shifted  to  the  states.  In  fact,  I've  been  talking  about  flexibility  for  the  Medic- 
aid program  since  the  beginning  of  my  administration.  I  submitted  a  flexibility  pro- 
posal to  the  federal  government  in  August,  1992,  outlining  my  recommendations  for 
making  the  Medicaid  program  more  state  friendly. 

I  also  submitted  and  received  approval  last  year  for  the  largest  Medicaid  waiver 
demonstration  project  in  the  country.  That  waiver,  when  approved  by  the  state  leg- 
islature, frees  us  from  cumbersome  categorical  restrictions  and  eligibility  require- 
ments. It  will  allow  us  to  serve  more  people  with  less  money.  And  in  so  doing,  give 
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the  state  and  federal  governments  real  savings.  More  importantly,  it  will  reduce  the 
number  of  uninsured  m  my  state,  keeping  health  care  costs  low  for  businesses,  par- 
ticularly small  businesses  with  less  than  50  employees. 

So  I  watched  with  great  interest  as  I  learned  that  the  Congress  was  looking  to 
provide  governors  with  more  flexibility  to  implement  their  own  solutions  to  health 
care  problems  in  their  states. 

I  know  that  this  is  only  the  beginning  of  the  process  in  designing  the  new  pro- 
gram, but  I  must  say  I  am  very  disturbed  by  what  some  of  my  friends,  a  few  gov- 
ernors from  other  states,  have  been  suggesting. 

I  understand  that  some  of  my  fellow  governors  here  today  think  that  this  new 
program  should  lock-in  the  inefficiencies  of  the  past  program  into  a  baseline  and 
apply  a  one-size-fits-all  growth  rate  for  each  state.  It  doesn't  make  a  bit  of  sense 
that  a  state  like  Michigan  or  Wisconsin,  with  lower  population  growth  than  states 
like  Florida,  Texas  and  California,  should  receive  the  same  growth  rate  under  the 
cap.  That  kind  of  proposal  would  pose  a  real  danger  to  kids,  the  disabled  and  the 
elderly  in  Florida  and  other  growth  states. 

This  is  serious  business.  Medicaid  is  the  vital  life  support  system  for  our  most 
vulnerable  citizens.  While  most  think  it's  mainly  for  poor  welfare  families,  the  fact 
is  that  two-thirds  of  Medicaid  funds  are  spent  on  the  elderly  and  disabled. 

That  is  why  Medicaid  costs  soar  in  states  like  Florida — the  fastest  growing  group 
of  Medicaid  recipients  in  Florida  are  people  over  85.  And  you  all  know  that  long- 
term  care  is  the  costliest  of  medical  care.  Middle-class  families  in  America  have  be- 
come familiar  with  Medicaid  when  they  seek  care  for  parents  who  need  home  health 
or  nursing  home  care. 

And  in  the  growth  states,  population  increases  across-the-board  in  the  program — 
among  children,  the  elderly  and  the  disabled — mean  continued  pressure  on  state 
budgets. 

Even  under  the  most  conservative  scenarios,  Florida's  Medicaid  program  is  esti- 
mated to  grow  between  10-12%  per  year  over  the  next  seven  years.  These  increases 
reflect  a  growing  and  aging  population.  Some  of  these  characteristics  are  currently 
unique  to  Floriofa  but  many  states  will  be  facing  them  in  the  future:  Florida  has 
the  largest  percentage  of  elderly  people  in  the  nation;  The  percentage  of  our  unin- 
sured is  increasing.  More  than  20%  of  our  non-elderlv  citizens  have  no  health  insur- 
ance; We  have  the  second  highest  poverty  rate  (nearly  18%)  among  the  large  states; 
and  Florida  is  a  destination  not  only  for  thousands  of  migrants  from  other  countries, 
but  also  from  other  states,  particularly  during  periods  of  recessions. 

Many  of  these  new  arrivals  reqviire  health,  economic  and  other  financial  assist- 
ance from  the  state.  When  you  factor  in  the  certainty  of  recessions,  the  pressure  on 
state  budgets  builds. 

Medicaid  caseloads,  that  is  the  number  of  people  on  the  program,  typically  peak 
about  a  year  after  a  recession  hits  in  Florida.  In  the  year  following  our  last  reces- 
sion, in  the  early  19908  we  saw  caseload  increases  of  more  than  25%. 

No  amount  of  state  flexibility  can  fully  remedy  that  situation. 

Clearly,  a  proposal  that  ignores  growth  factors  in  the  individual  states  would  be 
disastrous. 

We  need  to  be  mindful  of  who  we  are  affecting  with  these  cuts. 

America's  needy  people — north  or  south,  east  or  west — are  the  children  living  in 
poverty. 

They  are  the  elderly — many  from  middle-class  homes — the  disabled  and  poor  fam- 
ilies. 

Their  daily  struggle  would  be  nearly  impossible  v/ithout  some  help . . .  the  critical 
safety  net  of  the  federal/state  partnership. 

What  would  a  proposal  to  cap  each  state's  Medicaid  program  at  the  same  rate 
mean  for  the  needy  in  our  states?  If  you  look  at  this  first  chart  [see  attached]  in 
the  first  year  of  a  block  grant  the  differences  would  be  startling. 

A  needy  person  in  Massachusetts  would  receive  $4,800 — two-and-a-half  times  as 
much  as  a  needy  person  in  Florida  or  Illinois — less  than  $2,100.  And,  a  needy  per- 
son in  Wisconsin  would  receive  $3,400 — while  a  California  needy  person  would  re- 
ceive $2,000.  New  York's  per  person  poverty-allocation  would  be  more  than  double 
that  of  Texas'. 

That  level  of  inequity  will  never  be  acceptable  to  Florida  or  to  other  growth  states. 

Again,  Florida  is  willing  to  absorb  a  fair  share  of  cuts — but  I  cannot  let  Florida 
families  be  treated  with  less  regard  than  families  in  Massachusetts,  Wisconsin  or 
anywhere. 

Dollars  must  follow  a  path  to  needy  people — wherever  they  live.  When  they  move, 
the  dollars  should  move,  too. 

I  hope  that  this  subcommittee  would  not  endorse  a  proposal  to  let  a  state  use  fed- 
eral Medicaid  dollars  for  non-health  purposes — especially  when  some  states  will  be 
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receiving  far  less  than  theyU  need  to  meet  the  needs  of  the  elderly,  disabled,  and 
kids.  Youll  be  sending  federal  funds  for  the  Medicaid  program  to  one  state  that  will 
have  the  ability  to  divert  those  funds  over  to  other  programs  while  states  like  Flor- 
ida, Texas  and  California  will  be  cutting  thousands  off  our  Medicaid  program. 

I  think  you've  seen  the  results  of  that  kind  of  gimmickry  in  the  Disproportionate 
Share  program. 

Shifting  new  responsibilitv  to  the  states  without  a  fair,  equitable  shifting  of  re- 
sources is  not  any  kind  of  'New  Federalism."  It  is  an  unwise  attempt  to  balance 
the  federal  budget  on  the  backs  of  high  growth  states — and,  even  worse,  on  the 
backs  of  children,  the  elderly,  the  poor  and  the  sick.  That's  just  plain  wrong. 

And  that  is  the  issue  that  should  trouble  us  all — how  this  proposal  would  dis- 
proportionately hurt  the  elderly,  disabled  and  kids  who  live  in  growth  states. 

I  think  this  next  chart  [see  attached]  illustrates  that  point.  Keep  in  mind  these 
are  conservative  estimates.  If,  and  it  is  a  very  big  if,  states  could,  with  all  the  flexi- 
bility that  has  been  promised,  keep  spending  increases  per  recipient  to  no  more  than 
the  inflation  rate,  we'd  see  dramatic  reductions  in  the  number  of  people  served  for 
the  ^owth  states,  while  some  states  would  emerge  relatively  untouched. 

Michigan  would  have  to  reduce  the  number  of  elderly,  disabled,  pregnant  women 
and  kids  by  less  than  4%  but,  Georgia  would  have  to  cut  over  15%  or  234,000  people 
off  the  program. 

New  Jersey  would  have  to  reduce  enrollment  by  a  little  more  than  4%,  while 
North  Carolina  would  have  to  cut  almost  20%  off"  the  rolls. 

And,  Wisconsin  would  see  about  a  5%  reduction  in  people  served,  while  Florida's 
reduction  would  be  over  15%  or  more  than  430,000  of  our  elderly,  disabled,  kids  and 
pregnant  women. 

And  as  I  said,  these  are  conservative  estimates.  I  think  the  Governor  of  Wisconsin 
and  Governor  Engler  (I'll  let  him  speak  for  himselO  expect  to  get  a  windfall  out  of 
this. 

That  kind  of  inequity  should  not  be  allowed. 

We  need  to  look  carefully  at  how  this  plan  impacts  the  people  in  states  like  Flor- 
ida and  other  growth  states.  I  know  this  Committee  does  not  want  to  endorse  a  pro- 
posal that:  says  the  elderly  in  Florida  are  not  valued  as  much  as  the  elderly  in 
Michigan;  or  that  says  children  in  Texas  are  not  worth  as  much  as  children  in  Wis- 
consin; or  that  tells  the  poor  and  the  sick  in  Virginia  they  won't  receive  the  same 
level  of  care  as  the  poor  and  the  sick  in  Massachusetts;  or  that  says  federal  support 
won't  accompany  the  children  and  families,  the  elderly,  the  poor  and  the  sick  who 
move  to  Florida,  or  other  growth  states. 

I  hope  you  will  keep  in  mind  three  critical  questions  as  you  restructure  the  Medic- 
aid program. 

1.  Does  the  program  treat  citizens  in  each  of  our  states  fairly  with  an  equitable 
distribution  formiua,  or  does  it  favor  some  states  over  others? 

2.  Does  the  program  reward  those  states  making  a  real  commitment  to  reform  and 
improved  management,  or  does  it  lock  in  the  inefBciencies  of  the  past  and  turn  back 
the  clock  on  reform? 

3.  Does  the  program  set  and  maintain  an  appropriate,  basic  national  standard  for 
the  care  of  children  and  others  in  need,  or  does  it  establish  a  new  underclass  in 
America? 

We  need  to  be  careful  not  to  undo  much  of  the  gains  we've  made.  I'm  proud  of 
the  fact  that  Florida  leads  the  nation  in  reforming  Medicaid — ^we've  cut  the  rate  of 
growth  in  half  and  reduced  the  cost  through  managed  care  of  Medicaid;  we've  im- 
posed stringent  price  level  controls  on  providers;  we've  encouraged  alternatives  to 
expensive  long  term  care;  and  we've  continued  to  use  conservative  standards  for  eli- 
gibility. These  approaches  are  creating  significant  savings  today. 

Florida  alreaay  has  more  than  655,000  people  or  40%  of  Medicaid  eligibles  en- 
rolled in  managed  care.  By  next  year  we  expect  to  have  over  one  million  of  the 
state's  1.6  million  eligibles  enrolled.  Only  six  other  states  have  a  higher  percentage 
of  their  Medicaid  recipients  enrolled  in  managed  care. 

We  also  have  stringent  price  level  controls  on  all  our  providers.  The  majority  of 
providers  receive  no  price  level  increases  at  all.  Physicians,  home  health  providers, 
and  therapists  are  all  capped  at  their  current  levels  of  reimbursement. 

Similarly,  Florida's  pajrment  level  to  hospitals,  nursing  homes  and  other  institu- 
tions is  strictly  controlled.  For  our  hospital  impatient  services,  we  allow  only  the 
Medicare-approved  rate  of  inflation. 

We've  also  maintained  a  tight  rein  on  eligibility.  Our  AFDC  payment  standard  is 
only  31%  of  the  poverty  level,  ranking  us  38th  in  the  nation.  We  provide  few  op- 
tional services  to  the  standard  program. 

We  have  done  much  to  control  costs,  eligibility,  and  benefits.  And  we've  saved  the 
state  and  federal  government  money  while  doing  so. 
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From  1991  to  1992,  Florida's  average  spending  per  recipient  actually  declined  3% 
while  there  was  a  nearly  S%  increase  nationally.  Our  cost  per  recipient  was  under 
$2,400  in  1993,  that  ranked  us  44th  in  the  nation. 

But  under  the  approach  offered  by  some  of  my  colleagues,  we  get  penalized  for 
these  cost-savings  efforts.  Our  base  year  for  the  block  grant  reflects  the  savings 
we've  generated.  States  that  have  done  nothing  start  out  at  a  higher  base.  And,  as 
thev  follow  Florida  with  reforms,  they'll  get  another  windfall. 

Florida  stands  ready  to  share  in  tne  cuts — and  we  have  already  gone  a  long  way 
to  reduce  our  Medicaid  costs.  But,  I  will  not  stand  by  and  let  other  governors,  who 
are  looking  to  catch  a  windfall,  speak  for  my  state  and  other  growth  states. 

If  they  are  so  intent  on  having  the  rest  of  us  sacrifice  to  balance  the  budget,  let 
them  participate  in  the  sacrifice,  too. 

If  Medicaid  needs  to  be  reduced  by  20  percent  to  meet  the  goals,  let  every  state 
receive  the  same  level  of  cut. 

Now,  I  think  the  overall  level  of  cut  is  too  high.  And  I  think  we'll  have  a  disagree- 
ment over  that.  But,  if  you  do  need  to  cut  $185  billion  out  of  this  program  you 
should  at  least  do  it  equitably. 

I  have  a  proposal  to  distribute  these  cuts  fairly.  It  requires  sacrifice  for  all 
states — including  the  low-growth  states.  It's  a  plan  that  would  apply  the  cut  fairly 
to  all  states. 

For  years.  Congress  has  been  told  by  the  General  Accounting  Office  that  funds 
in  the  Medicaid  program  are  not  targeted  to  areas  of  true  need. 

The  dollars,  very  simply,  should  go  where  the  needy  live.  As  the  Congress  looks 
at  capping  the  progi-am,  it  shoxild  account  for  the  differences  in  population  growth, 

foverty,  uninsured  rates  and  the  percentage  of  elderly  and  disabled  in  each  state, 
am  not  alone  in  sharing  that  view.  Governor  Wilson  of  California,  Governor  Sy- 
mington of  Arizona  and  others  have  expressed  strong  concerns  about  a  block  grant 
formula  that  does  not  take  these  factors  into  account. 

The  United  States  was  founded  upon  the  simple  but  unwavering  belief  that  "all 
people  are  created  equal."  That  basic  principle  is  undermined — and  on  the  verge  of 
being  abandoned — through  a  block  grant  proposal  that  values  people  differently. 

Let  me  end  by  putting  it  simply:  The  debate  in  Congress  should  not  be  about  de- 
veloping a  Michigan  block  grant,  a  Massachusetts  block  grant  or  a  Florida  block 
grant. 

We  should  be  talking,  instead,  about  a  true  federal-state  partnership  for  health 
care. 

With  a  true  federal-state  partnership,  a  child,  or  a  family  in  Florida,  is  worth  as 
much  as  a  child  and  a  family  an)rwhere  else  in  the  USA. 

Any  proposal  leaving  Washington  must  recognize  that  truth. 

I  want  a  program  mat  enables  me  to  address  the  particular  needs  and  growth 
of  Florida. 

I  want  a  program  that  allows  me  to  continue  the  reforms  that  show  great  promise 
for  care — as  well  as  savings. 

A  true  federal-state  partnership  for  health  care  is  one  that  has  flexibility  but  it 
also  recognizes  the  federal  government's  responsibility. 

Richard  Nixon  championed  this  approach  as  much  as  Honald  Reagan.  Both  argued 
that  the  federal  government  must  share  the  fiscal  burden  and  ensure  equal  treat- 
ment of  those  in  need. 

Florida  and  other  growth  states  are  willing  to  share  the  load.  But,  we  want  the 
federal  government  to  cooperate  the  way  a  partner  should. 

Thank  you. 
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Mr.  BiLlRAKlS.  Governor,  your  time  is  long  expired,  but  let  me 
just  say  to  you  and  to  everyone  and  certainly  I  think  we  have  said 
this  from  the  roof  tops,  the  Budget  Committee  gives  us  dollar  fig- 
ures. We  determine  what  the  formulas  will  be  and  so  when  you 
refer  to  a  budget  formula  or  budget  straight  line  increases  5  per- 
cent or  whatever  that  figure  is,  that  is  nonexistent.  We  will  deter- 
mine what  that  is. 

Mr.  Chiles.  I  am  delighted  to  hear  that,  Mr.  Chairman. 

Mr.  BILIRAKIS,  You  have  heard  that  from  me  many  times  in  the 
past.  And  you  have  heard  it  again,  and  I  assure  you  we  are  going 
to  going  to  continue  to  work  together  to  make  sure  we  have  equity. 
And  with  all  due  respect,  I  will  shift  over  to  Governor  Sundquist 
now. 

STATEMENT  OF  HON.  DON  SUNDQUIST 

Mr.  Sundquist.  Thank  you  very  much,  Mr.  Chairman.  It  is  a 
privilege  for  me  to  be  here  to  the  Subcommittee  on  Health  and  En- 
vironment and  be  with  Mr.  Waxman,  Mr.  Bliley,  Mr.  Dingell,  and 
my  former  colleagues.  I  am  glad  to  have  a  chance  to  talk  about 
Tennessee's  perspective  on  Medicaid  and  why  I  believe  it  must 
change. 

As  you  are  probably  aware,  on  New  Year's  Day  1994,  Tennessee 
embarked  on  a  new  health  care  reform  program  called  TennCare. 
The  transition  to  TennCare  was  more  a  necessity  than  anjrthing 
else,  since  without  radical  change,  the  uncontrollable  growth  in  the 
cost  of  Medicaid  threatened  the  financial  stability  of  State  govern- 
ment and  the  quality  of  health  care  in  the  State  of  Tennessee. 

In  itself,  the  fiscal  growth  rate  of  the  Medicaid  program  in  Ten- 
nessee represented  a  significant  problem  as  well.  The  program 
through  the  years  has  evolved  as  a  patchwork  program  attempting 
to  increasingly  cover  more  people  with  more  services.  As  a  result, 
the  number  and  types  of  different  requirements  on  the  States  in 
the  areas  of  eligibility,  mandated  services,  and  reimbursement 
have  left  States  with  very  little  flexibility  to  design  and  implement 
our  own  programs.  The  waiver  process  that  has  been  developed  is 
often  so  cumbersome  and  time  consuming  and  is  not  the  most  effi- 
cient option  to  pursue  innovative  health  care  reform  at  the  State 
level. 

In  addition,  the  current  categorical  linkages  that  exist  for  Medic- 
aid eligibility  in  most  areas  by  and  large  act  as  disincentives  that 
actually  encourage  dependency  on  welfare.  Let  me  illustrate.  Take 
the  case  of  an  AFDC  mother  who  goes  to  work.  She  is  in  danger 
of  losing  her  Medicaid  benefits  for  herself  and  her  children  after 
having  worked  a  period  of  time.  Oftentimes  these  benefits  are 
worth  more  to  her  and  her  family  than  emplojonent  at  low  wages 
by  employers  who  do  not  offer  health  insurance.  So  therefore  her 
decision  to  stay  on  welfare  and  continue  to  receive  those  benefits 
is  one  that  is  made  rather  than  going  to  work. 

Another  area  of  concern  is  that  the  current  Medicaid  program 
fails  the  working  poor.  There  are  many  individuals  who  do  not 
have  access  to  the  types  of  services  and  benefits  provided  to  the  in- 
surer and  Medicaid  population.  In  Tennessee,  we  estimated  prior 
to  TennCare  that  number  of  uninsured  to  be  over  400,000  people. 
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Mr.  Chairman,  and  members  of  this  distinguished  committee,  as 
Governor  of  Tennessee,  I  believe  it  is  time  for  our  Nation  to  no 
longer  accept  a  health  care  program  that  continues  to  grow  at  an 
unmanageable  level,  offers  the  States  little  flexibility  in  its  policies 
and  procedures,  and  encourages  dependency  on  welfare,  and  fails 
the  working  poor. 

As  I  mentioned  earlier,  we  in  Tennessee  moved  away  from  this 
system  to  a  health  care  reform  program  called  TennCare.  I  will  not 
spend  time  today  to  describe  TennCare.  I  have  attached  a  descrip- 
tion of  that  program  in  my  written  testimony. 

Rather  I  would  encourage  you  to  move  forward  with  a  proposal 
that  allows  States  to  use  Medicaid  funding  in  a  manner  that  is  con- 
sistent with  the  indigent  health  care  needs  of  each  State.  Without 
this  type  of  change  in  Federal  legislation.  States  will  increasingly 
have  to  look  toward  major  increases  in  taxes  each  and  every  year. 
Massive  health  care  reductions,  reductions  in  reimbursement,  or 
some  combination  of  all  which  may  or  may  not  be  in  the  State's 
best  interest. 

Therefore,  I  believe  it  is  important  to  move  forward  with  block 
grant  legislation.  However,  it  is  also  important  to  keep  in  mind 
that  States  must  have  the  ability  to  design  health  care  programs 
that  work  for  them  with  as  few  strings  as  humanly  possible. 

The  idea  of  a  capped  block  grant  to  the  States  is  a  good  one. 
However,  the  caps  in  the  growth  rate  must  be  reasonable  and  the 
distribution  of  the  funds  must  also  be  reasonable. 

In  addition,  I  think  States  must  have  the  latitude  and  the  flexi- 
bility in  dealing  with  populations  to  be  covered,  services  to  be  pro- 
vided, and  the  amount  of  pa5mient  for  those  services.  There  should 
be  few  strings,  if  any,  tied  to  these  important  areas  as  contrasted 
to  Medicaid's  multiple  requirements. 

It  is  also  critical  that  the  States'  financial  contribution  to  the 
program  be  dealt  with  in  a  manner  that  does  not  jeopardize  the  in- 
tegrity of  the  indigent  health  care  programs  and  yet  provides  for 
the  ability  of  the  State  to  be  able  to  meet  its  financial  require- 
ments. Matching  formulas  should  be  eliminated  and  replaced  by 
reasonable  maintenance  of  effort  requirements. 

In  addition,  the  role  of  the  Federal  Government  in  providing 
oversight  must  be  changed.  I  do  not  believe  I  could  responsibly 
come  to  you  today  and  suggest  completely  abandoning  Federal 
oversight.  However,  I  do  believe  Federal  oversight  should  be  lim- 
ited in  a  block  grant  environment. 

Finally,  Mr.  Chairman,  and  members  of  the  committee,  as  you 
continue  your  discussions  on  proposals  that  would  change  the  basis 
of  the  Medicaid  program,  it  is  important  that  States  like  Tennessee 
who  have  pioneered  health  care  reform  not  be  penalized  financially 
or  otherwise  as  a  result  of  our  efforts,  and  I  don't  agree  with  all 
the  testimony  given  by  my  friend  and  colleague  but  I  do  agree 
there  that  the  States  who  have  helped  make  the  progress  should 
not  be  given  a  penalty  as  a  result  of  that.  I  would  strongly  propose 
that  in  whatever  is  ultimately  developed  as  a  Medicaid  alternative 
that  States  like  Tennessee  have  the  option  to  maintain  the  section 
1115  waiver  that  we  are  currently  operating  under  for  the  duration 
of  that  waiver. 
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Mr.  Chairman  and  members  of  the  committee,  thank  you  for  giv- 
ing me  the  opportunity  to  testify  today.  I  beUeve  I  have  a  unique 
view  on  this.  This  is  a  program  that  was  conceived  by  a  Democrat 
Governor  and  approved  by  a  Democrat  administration. 

I  came  to  office  after  having  served  in  this  body  so  I  have  seen 
both  sides  of  this.  Despite  previous  efforts  at  health  care  reform, 
there  continues  to  be  a  vicious  cycle  of  being  indigent  and  unable 
to  obtain  necessary  medical  care  to  maintain  a  health  status  that 
leads  to  financial  improvement.  There  continues  to  be  a  health  care 
system  for  the  poor  that  has  fragmentation,  duplication,  and  much 
abuse  in  it.  It  is  time  to  move  away  from  this  program.  I  believe 
the  move  to  the  block  grant  for  Medicaid  will  allow  States  the  nec- 
essary framework  to  address  these  complex  indigent  health  care  is- 
sues. I  do  appreciate,  Mr.  Chairman,  you  leaving  the  record  open 
for  additional  days.  Thank  you  very  much. 

Mr.  BILIRAKIS.  Thank  you,  Don.  It  is  certainly  a  pleasure  to  see 
you  here  and  have  you  here. 

Governor  Engler. 

STATEMENT  OF  HON.  JOHN  ENGLER,  GOVERNOR,  STATE  OF 

MICHIGAN 

Mr.  Engler.  Thank  you,  Mr.  Chairman.  I  also  need  to  use  of  one 
Governor  Chiles'  first  charts.  The  first  chart  I  saw — ^you  put  those 
away.  I  need  that  first  one  back  out  because  it  actually  helps  me 
make  a  point  better  than  any  chart  that  I  have  and  so  I  do  need 
that  one.  I  thank  him  very  much  for  bringing  that  chart,  I  will  get 
to  that. 

Mr.  Chairman,  I  am  honored  to  join  my  colleagues  today  to  have 
an  opportunity  to  give  you  a  perspective  on  Medicaid  from  Michi- 
gan. I  am  delighted  to  be  in  front  of  a  subcommittee  that  has  three 
members  from  Michigan  serving  on  it.  So  it  is  a  committee  on 
which  our  State  is  well  represented,  and  I  want  to  speak  for  the 
people  of  Michigan  in  saying  we  are  very  much  impressed  by  ef- 
forts of  the  House  and  Senate  leadership  to  rein  in  Federal  spend- 
ing and  to  balance  the  budget.  It  is  long  overdue  and  it  is  a  goal 
that  we  support. 

Runaway  spending  is  not  only  breaking  the  Federal  budget;  it  is 
placing  an  enormous  burden  on  State  budgets.  This  Congress  has 
shown  great  courage  in  the  face  of  intense  opposition  from  defend- 
ers of  the  status  quo.  Every  change  you  make  is  subject  to  attacks 
and  distortion.  For  example,  when  the  House  correctly  sought  to 
give  the  States  control  over  programs  like  school  lunches,  a  deci- 
sion I  strongly  support,  opponents  were  quick  to  decry  the  decision 
and  hold  press  conferences  in  school  lunch  rooms,  asserting  that 
school  kids  would  go  hungry  as  a  result  of  the  action  of  the  House. 
Certainly,  opponents  of  Medicaid  reform  will  not  hesitate  to  use 
similar  scare  tactics  and  in  fact  the  second  Chiles  chart  actually  is 
such  a  tactic.  We  cannot  allow  this  fog  to  obscure  the  objective  that 
is  so  important. 

Medicaid  today  is  the  biggest  single  burden  on  our  budgets.  And 
I  don't  think  I  am  alone  in  saying  that  no  State  can  afford  it  any- 
more. Obviously,  the  testimony  today  is  consistent  with  that  point. 
Certainly  not  in  its  present  form.  Considered  a  milestone  when  it 
began  in  the  heyday  of  the  Great  Society,  of  1965,  Medicaid  costs 
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are  now  a  millstone.  In  Michigan,  $1  of  every  $5  in  our  general 
fund,  20  percent,  is  required  to  fund  Medicaid.  And  because  past 
Congresses  have  saddled  us  with  a  host  of  mandates,  these  costs 
just  keep  climbing.  And  on  top  of  the  mandates,  the  Health  Care 
Financing  Administration,  HCFA,  keeps  changing  their  rules  and 
that  means  costs  just  keep  climbing  even  higher.  The  bottom  line: 
This  is  one  very  expensive  program. 

Now,  let  me  reiterate.  I  fully  support  the  need  to  rein  in  Federal 
spending.  But  to  simply  limit  increases  in  Federal  funds  while 
doing  nothing  to  relieve  States  of  the  burden  of  unfunded  mandates 
and  program  micromanagement  will  hurt  our  ability  to  provide  the 
poor  with  quality  health  care.  I  have  got  a  chart  that  shows  graphi- 
cally just  how  much  direction  we  aJready  get  from  Washington. 
And  it  is  quite  enough,  thank  you  very  much. 

This  is  sort  of  the  process  for  making  decisions,  the  same  process 
that  is  represented  by  the  paperwork  that  Governor  Edgar  brought 
today.  It  is  so  much  direction  in  fact  that  the  average  front  line 
worker  in  our  State  spends  80  percent  of  his  or  her  time  doing  pa- 
perwork and  only  20  percent  solving  the  family  problems  that  cre- 
ated the  dependency  in  the  first  place. 

The  most  recent  GAO  report  shows  that  the  current  Medicaid 
policy  is  bankrupt,  that  it  is  really  the  sick  man  of  the  Federal 
budget  and  in  need  of  emergency  treatment.  Given  the  budget  reso- 
lutions passed  by  the  House  and  Senate  this  year,  it  is  clear  now 
that  the  surgery  is  imminent. 

And  as  I  see,  you  have  the  opportunity  to  pursue  one  of  two 
strategies,  and  if  I  could  have  the  first  chart  back  from  Governor 
Chiles.  One  strategy  would  be  to  simply  reduce  Federal  funding  for 
Medicaid  and  keep  all  current  rules  and  regulations.  And  this  chart 
what  I  would  like  you  to  look  at  this,  this  is  depicted  as  what 
would  happen  in  1996.  It  is  also  a  depiction  of  what  is  the  case  in 
1995.  Take  that  chart  and  deduct  5  percent.  That  is  your  current 
spending  in  Medicaid.  That  is  the  fair  system  that  today's  rules 
and  regulations  yield.  And  that  is  exactly  why  change  is  needed. 
I  mean  that  is  todays  system  and  the  chart  shows  it  very,  very  ef- 
fectively. And  it  is  a  system  that  we  have  had  for  a  number  of 
years. 

Now,  the  other  strategy  instead  of  saving  that  system  would  be 
to  fundamentally  change  the  nature  of  the  program  by  turning  it 
into  a  block  grant.  Now  either  strategy  would  accomplish  the  goal 
of  reducing  Federal  outlays.  But  the  only  strategy  is  the  block 
grant  strategy  that  really  holds  any  hope  of  helping  our  most  vul- 
nerable citizens  and  assuring  that  they  will  continue  to  receive 
health  care  that  they  need. 

One  thing  is  absolutely  clear:  We  cannot  just  stay  the  course, 
that  is,  the  course  of  today.  And  imagine  if  we  did  nothing  and  that 
at  the  end  of  the  budget  process  decided  that,  yes,  we  do  have  to 
reduce  the  Federal  debt  and  so  instead  of  a  status  quo  budget,  we 
will  sdlow  a  10  percent  reduction  and  then  take  those  same  num- 
bers and  drop  them  by  10  percent  and  say  that  is  the  program  for 
next  year  and  that  meets  our  budget  targets.  That  would  simply 
be  unacceptable. 

Now,  creeping  micromanagement  has  entangled  us  in  a  briar 
patch  of  perverse  incentives  that  are  costing  taxpayers  dearly.  For 
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example,  a  direct  result  of  the  Boren  amendment  in  Michigan,  in 
1989,  Michigan  Medicaid  costs  in  a  nurse's  facility  were  $35  a  day. 
In  1994,  they  were  up  to  $57  a  day.  We  are  paying  a  lot  more 
money,  but  our  patients  are  not  getting  a  lot  more  care,  and  I  find 
myself  asking  what  is  wrong  with  this  picture.  Can  we  do  no  better 
than  this?  I  believe  we  can. 

The  Medicaid  program,  as  it  is  now  structured,  will  increase  by 
at  least  10  percent  a  year,  three  times  faster  than  the  State  reve- 
nues thai:  support  it  and  considerably  faster  than  Federal  revenues 
as  well.  If  current  trends  continued,  Medicaid  would  grow  from 
one-fifth  of  Michigan's  State  budget  today  by  one-third  by  the  year 
2002.  In  dollars,  just  to  give  you  a  sense,  Michigan  in  fiscal  year 
1980,  total  spending  on  Medicaid  Federal  and  State  $782  million. 
Fiscal  year  1996,  $5.8  billion.  Just  in  the  12-year  period.  So  the 
Michigan  budget  if  we  continue  these  trends  would  be  strained  to 
the  breaking  point  by  top  heavy  Medicaid  burdens. 

So  I  applaud  this  committee  for  considering  reforms  that  will 
change  the  financing  and  structure  of  Medicaid  so  that  the  States 
can  take  full  responsibility  for  and  control  of  the  program.  Speak- 
ing for  Michigan,  I  welcome  the  opportunity  to  design  Medicaid  to 
reflect  the  values  and  priorities  in  our  State  and  to  provide  for  our 
most  vulnerable  citizens  who  need  health  care  services.  However, 
I  am  aware  that  some  of  the  proposals  in  Congress,  aided  and  abet- 
ted by  the  status  quo  lobby  forces,  would  continue  to  tie  our  hands 
and  attempt  to  micromanage  Medicaid  from  inside  Washington. 
And  I  think  this  would  be  a  serious  mistake  for  at  least  two  rea- 
sons. 

First,  any  provisions  that  require  "set-asides"  for  specific  popu- 
lations are  unnecessary.  No  child,  no  elderly  person,  no  individual 
with  disabilities  is  going  to  be  abandoned  when  Michigan  takes 
control  of  its  Medicaid  program. 

Second,  any  financing  mechanism  that  continues  the  Federal 
matching  formula  is  not  acceptable.  I  want  to  repeat  that.  Not  ac- 
ceptable. The  matching  rate  approach  will  only  keep  that  current 
system  up  there  hobbling  along  and  burden  State  and  Federal 
budgets  with  a  host  of  perverse  incentives.  I  believe  we  can  do  bet- 
ter and  the  type  of  block  grant  I  am  calling  for  would  fix  Medicaid 
and  reform  the  system. 

A  Medicaid  block  grant  with  no  strings  attached  would  give 
States  flexibility  to  be  innovative  while  maintaining  necessary 
services.  Flexibility,  coupled  with  growth  rates  projected  in  the 
budget  resolutions,  create  a  win-win  situation  for  both  beneficiaries 
and  taxpayers.  Another  benefit  of  flexibility  will  be  the  acceleration 
of  reforms  because  today's  cumbersome  waiver  process  would  be 
eliminated. 

Finally,  the  committee  knows  and  I  know  that  one  of  the  biggest 
barriers  to  getting  off  welfare  is  access  to  health  care.  In  March 
1994,  I  submitted  a  waiver  request  for  HCFA  that  would  guarantee 
access  to  health  care  for  anyone  who  leaves  welfare  for  a  job.  And 
a  year  later,  we  are  still  waiting  for  an  answer.  With  block  grants 
in  place,  we  already  would  have  implemented  the  proposal,  and 
more  people  would  now  be  independent. 

And  I  think  the  only  condition  that  this  committee  ought  to  in- 
sist on  is  that  a  block  grant  to  the  States  require  States  to  use  the 
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money  to  finance  health  care  for  low-income  citizens.  I  think  that 
is  completely  rational  and  reasonable.  Then  I  invite  Congress  to 
judge  us  by  the  one  criterion  that  really  counts,  performance.  I 
think  Michigan  already  has  a  very  strong  track  record.  We  have  a 
Healthy  Kids  initiative  where  we  have  actually  expanded  Medicaid 
coverage,  and  today  Medicaid  provides  one  of  every  four  children 
in  Michigan  with  health  care  coverage. 

Even  with  today's  constraints,  our  managed  care  system  is  a  na- 
tional leader  that  covers  82  percent  of  our  Medicaid  recipients.  So 
I  am  proud  of  our  achievements  but  I  am  very  excited  about  the 
prospect  to  do  so  much  more  with  the  reforms  that  are  anticipated. 
Thank  you  very  much. 

Mr.  BiLlRAKlS.  Thank  you,  sir. 

Grovemor  Leavitt. 

STATEMENT  OF  HON.  MIKE  LEAVITT 

Mr.  Leavitt.  Mr.  Chairman,  members  of  the  committee,  I  am  de- 
lighted to  be  here,  along  with  my  colleagues,  to  address  what  I  sus- 
pect are  two  basic  issues.  The  first  is  the  best  strategy  for  Medicaid 
and  the  second  is  how  can  we  assure  that  we  do  not  end  up  limit- 
ing Federal  expenditures  simply  transferring  a  burden  to  the 
States. 

Utah,  like  my  colleagues,  has  been  involved  in  the  Medicaid  sys- 
tem for  some  time.  It  serves  one  out  of  eight  of  our  citizens.  I  would 
like  today  to  challenge  the  thought  that  moving  to  a  block  grant 
would  automatically  result  in  our  citizens  being  removed  from 
health  care  rolls.  In  Utah,  we  have  been  a  leader  in  setting  forward 
efficient  and  able  Medicaid  systems  that  leads  us  to  have  been,  I 
think,  one  of  the  best  managed  States  in  the  country  as  put  for- 
ward by  Financial  World  magazine.  Since  1981,  we  have  been  em- 
ploying a  lot  of  the  competitive  purchasing  techniques  in  the  mar- 
ketplace. We  have  been  since  1982  dealing  with  HMO  products  in 
our  Medicaid  system. 

In  1993,  when  I  became  Governor,  we  instituted  along  with  my 
legislative  colleagues  on  a  nonpartisan  initiative,  a  blueprint,  a 
Healthprint,  we  call  it,  a  blueprint  for  market  based  reform  in 
health  care;  a  major  component  of  that,  of  which  there  was  an  ob- 
jective to  provide  access  to  affordable  health  care  to  all  of  our  citi- 
zens by  the  year  2000.  And  we  are  three  steps  into  that  process 
and  we  are  successfully  adding  to  the  rolls  each  year  thousands  of 
Utahns  who  otherwise  would  not  have  health  care. 

Now,  a  significant  component  of  that  was  an  1115  waiver  that 
would  have  allowed  us  to  expand  Medicaid  by  20  percent  without 
adding  to  the  Federal  expenditures  or  our  State  expenditures.  We 
did  that,  of  course,  by  using  a  lot  of  techniques  that  are  employed 
elsewhere  in  the  health  care  system,  but  because  of  method  man- 
dates, because  of  court  decisions,  and  because  of  regulations,  our 
hands  have  been  tied  and  we  simply  have  not  been  able  to  imple- 
ment those  things  and  we  need  that  flexibility. 

The  Medicaid  program  has  evolved  into  a  myriad  of  subpro- 
grams, each  request  their  individual  subset  and  individual  rules. 
The  administrative  flexibility  and  simplification  have  given  way  to 
unsurpassed  complexity.  All  of  this  is  contrary  to  the  dramatic 
changes  that  are  taking  place  in  the  health  industry.  The  waiver 
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process  simply  has  failed.  It  puts  forward  artificial  rules  and  condi- 
tions and  it  has  no  bearing  on  what  is  going  on  in  the  marketplace. 

While  there  are  many,  many  examples  of  how  Federal  adminis- 
tration of  Medicaid  has  failed  to  meet  the  needs  of  States  and  its 
citizens  and  this  country,  I  would  like  to  just  point  out  a  few.  First, 
there  is  the  outdated  Boren  amendment.  It  ties  States  to  a  reim- 
bursement system  of  obsolete  cost-based  methodologies  rather  than 
using  a  competitive  market  trend  that  has  evolved  in  the  markets. 

Next,  let  me  talk  about  the  so-called  "optional"  services  that  each 
State  can  supposedly  add  or  subtract  to  its  benefit  package  to  stay 
within  budgetary  constraints.  Unfortunately,  Federal  law  and  regu- 
lation have  restricted  States  from  being  able  to  remove  those  op- 
tional services  from  so  many  subpopulations  that  by  the  time  all 
those  protected  eligibility  groups  have  been  eliminated  there  is 
very  little  cost  savings  involved. 

Now,  we  have  some  difficult  choices  in  this  country  to  make  with 
respect  to  this  matter.  The  current  system  simply  prohibits  States 
from  being  able  to  face  those  difficult  decisions.  An  example.  Again, 
I  draw  from  our  State.  Currently  in  our  State,  a  Medicaid  recipient 
receives  130  percent  in  terms  of  the  richness  of  the  benefit  package 
that  a  person  working  in  the  private  sector  would  receive  in  our 
State.  Now  we  went  through  a  fairly  elaborate  process  of  receiving 
input  from  our  citizens,  our  low-income  groups,  and  made  a  deci- 
sion that  we  were  prepared  to  reduce  those  benefits  from  137  per- 
cent down  to  118  percent  of  what  the  average  worker  would  re- 
ceive. But  we  were  told  that  wasn't  consistent  with  the  philosophy 
of  the  national  government  and  therefore  we  shouldn't  be  able  to 
do  that. 

Now,  I  would  like  to  emphasize  that  our  purpose  in  doing  this 
wasn't  simply  to  reduce  the  budget.  Our  purpose  in  doing  this  was 
to  give  more  people  coverage.  Rather  than  have  people  in  our  State 
without  basic  health  care,  our  desire  was  to  take  the  savings  and 
to  spread  it  over  more  people.  Now  that  may  not  be  the  philosophy 
of  the  national  government,  but  strongly  in  Utah  we  would  rather 
have  all  of  our  citizens  to  have  basic  health  care  than  have  a  few 
have  30  percent  more  than  the  people  who  are  out  earning  it  in  the 
marketplace.  Now  that  makes  sense  to  us  and  we  need  that  kind 
of  flexibility  to  make  our  system  work,  particularly  in  the  new  en- 
vironment where  we  are  facing  financial  reality. 

Another  example  of  Federal  law  and  regulation  that  has  so  tight- 
ly limited  our  capacity  is  the  use  of  copayments  and  other  forms 
of  financial  responsibility  within  the  Medicaid  population.  Reason- 
able cost  sharing  requirements  must  be  injected  into  this  system  or 
any  system  of  health  care  reform  if  we  are  going  to  gain  control  of 
the  program  and  assure  its  finished  availability  to  all  of  our  citi- 
zens. 

In  the  administrative  area,  the  explicit  and  expensive  require- 
ments that  have  been  imposed  by  Federal  law  and  regulation  on 
the  operation  of  Medicaid  agencies  have  inhibited  the  design  of  a 
basic  program  to  transfer  greater  responsibility  to  private  health 
plans  where  they  can  be  more  cost  effective  in  bearing  responsibil- 
ities. 

There  is  simply  in  the  future,  for  example,  no  need  for  States  to 
maintain  the  expensive  and  complex  Medicaid  management  infor- 
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mation  system.  In  fact,  in  the  State  of  Utah,  we  are  presently  oper- 
ating on  a  trial  basis  a  single  comprehensive  medical  billing  system 
that  electronically  processes  claims  from  all  provider  types. 

UHIN,  as  we  refer  to  it,  the  Utah  Health  Information  Network, 
collects  claims  on  behalf  of  all  public  and  private  insuring  entities 
in  Utah.  UHIN  is  a  nonprofit  organization  that  was  formed  volun- 
tarily to  address  the  growing  concern  about  duplicative  administra- 
tive expenses  incurred  by  multiple  insurers. 

UHIN  receives  claims  either  manually  or  electronically,  processes 
them  for  pajnnent  against  the  requirements  that  each  insurer  pro- 
vides, ana  saves  an  enormous  amount  of  money  in  time  and  speed . 
in  being  able  to  process  these  claims.  UHIN  is  just  one  example  of 
how  States  are  moving  aggressively  to  implement  real  health  care 
reform  that  will  stand  the  test  of  time  and  the  marketplace.  This 
is  the  time  for  action.  These  are  the  types  of  things  we  have  to  be 
able  to  do  if  we  are  going  to  solve  this  problem  within  the  context 
of  our  budget. 

As  Congress  looks  forward  to  limiting  the  amount  of  Federal 
funds  available  for  Medicaid,  it  is  vital  that  States  be  given  the 
tools  necessary  to  craft  a  program  that  is  not  only  efficient  but  that 
continues  to  provide  at-risk  populations  good  quality  health  care. 
In  my  opinion,  the  most  important  tools  we  could  have  would  be 
flexibility  and  the  ability  to  do  things  that  simply  make  sense,  and 
currently  that  ability  is  prohibited  to  us  by  a  morass  of  Federal 
regulations,  a  latticework  of  tools  and  overlapping  eligibility  re- 
quirements. We  can  do  a  better  job  of  this  given  the  opportunity. 
Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Grovemor  Michael  O.  Leavitt  follows:] 

Prepared  Statement  of  Michael  O.  Leavitt,  Governor,  State  of  Utah 

It  is  a  privilege  for  me  to  come  before  this  distinguished  body  to  address  two  very 
important  questions  pertaining  to  your  Medicaid  deliberations.  First,  what  is  the 
best  strategy  for  maximizing  Medicaid's  critical  role  in  providing  access  to  health 
care?  Second,  how  do  we  slow  the  rate  of  growth  in  Medicaid  expenditures  without 
simply  transferring  this  unsustainable  liability  to  the  states? 

States  have  been  charged  with  the  primary  responsibility  to  administer  Medicaid 
since  its  inception  in  1965.  During  the  last  thirty  years,  we  have  moved  responsibly 
to  look  for  ways  to  achieve  both  program  and  administrative  cost  savings,  while  as- 
suring delivery  of  quality  health  care.  While  each  state  has  met  with  varjang  de- 
grees of  success  in  achieving  this  goal,  the  evidence  is  quite  clear  that  taken  as  a 
whole,  the  states  have  done  a  good  job  of  serving  the  country's  poor,  unborn,  dis- 
abled, aged,  blind  and  medically  at-risk  citizens.  This  has  been  done  in  the  face  of 
heavy  federal  regulation  and  federal  restrictions  that  have  severely  hampered  state 
efforts. 

In  Utah  specifically,  Medicaid  serves  1  out  of  every  8  Utahns  each  year.  The  phi- 
losophy of  the  State  has  been  to  foster  market  place  competition  and  individual  re- 
cipient financial  responsibility  to  the  extent  permitted  by  federal  law.  This  has  al- 
lowed us  to  achieve  one  of  the  most  efficient  and  actuarially  sound  Medicaid  sys- 
tems in  the  country.  In  fact,  sound  management  of  Medicaid  has  contributed  in 
large  measure  to  the  State  being  consistently  selected  as  one  of  America's  best  man- 
aged states  by  Financial  World.  Utah  has  employed  competitive  purchasing  of  major 
Medicaid  services  since  1981.  We  first  included  HMO  products  in  the  Medicaid  pro- 
gram in  1982.  Along  this  vein,  the  State  long  ago  abandoned  inflationary  cost  based 
reimbursement  systems  except  where  still  required  by  present  Medicaid  federal  law. 

Shortly  after  taking  ofBce  in  1993,  I  joined  with  my  Utah  legislative  colleagues 
in  a  non-partisan  initiative  that  would  span  8  years  of  comprehensive,  incremental 
health  care  reform  that  would  ultimately  make  available  afibrdable  health  care  to 
all  Utahns  by  the  year  2000.  This  bold  yet  down  to  earth  strategy  is  set  forth  in 
a  document  titled  Healthprint — A  Blueprint  for  Market  Based  Reform  in  Utah.  A 
major  component  of  Healthprint  is  expansion  of  Medicaid  to  more  Utahns  living  at 
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or  near  poverty  using  no  more  federal  dollars  than  would  actuarially  have  been 
spent  under  the  traditional  Medicaid  program.  Under  the  current  system,  the  Med- 
icaid piece  of  Healthprint  would  take  tne  form  of  an  1115  Waiver. 

Unfortunately,  as  a  new  governor  and  as  a  new  student  navigating  the  complex 
Medicaid  federal  approval  processes,  I  have  discovered  that  this  country's  governors 
do  not  have  the  authority  needed  to  reinvent  how  this  vital  health  care  program 
can  best  meet  the  needs  of  its  citizenry  with  the  limited  federal  and  state  dollars 
that  will  be  available  in  the  future.  Increasingly,  federal  mandates,  court  decisions 
and  regulations  issued  by  federal  bureaucrats  have  tied  the  states'  hands  when  it 
comes  to  tailoring  a  Medicaid  program  that  fits  within  the  budgettiry  and  health 
care  environments  of  the  indiviaual  states. 

The  Medicaid  program  has  evolved  into  a  myriad  of  sub-programs  each  with  its 
own  set  of  indiviaual  entitlement  rules.  Administrative  flexibility  and  simplicity  has 
given  way  to  unsurpassed  administrative  complexity  and  insensitivity  to  serving  the 
public  efficiently.  In  addition,  federal  administration  of  the  Medicaid  program 
through  its  various  regional  offices  is  not  proceeding  quickly  enough  to  recognize  the 
dramatic  changes  occurring  in  our  health  care  markets.  As  a  consequence,  states 
with  aggressive  health  reform  efforts  are  stymied  by  out-of-date  federal  regulations 
and  waiver  application  processes  that  not  only  fail  to  respond  to  the  opportunities 

J>resenting  themselves  to  states  today,  but  establish  artificial  rules  and  conditions 
or  granting  waivers  that  have  absolutely  no  bearing  on  the  realities  of  the  market 
place. 

While  there  are  many,  many  examples  of  how  federal  administration  of  Medicaid 
has  failed  to  meet  the  needs  of  the  states,  its  citizens  and  this  country,  I  would  like 
to  recap  just  a  few.  First,  we  have  the  outdated  Boren  requirements  that  tie  state 
reimbursement  systems  to  obsolete  cost-based  methodologies  rather  than  the  com- 
petitive market  trends  evolving  so  rapidly  in  most  of  our  markets.  This  will  continue 
to  cost  the  states  and  the  federal  government  billions  of  dollars  each  year. 

Next,  we  have  the  so  called  list  of  "optional"  services  that  each  state  can  sup- 
posedly add  or  subtract  from  its  benefit  package  to  stay  within  budgetary  con- 
straints. Unfortunately,  federal  law  and  regulation  have  restricted  states  from  re- 
moving optional  services  from  so  many  special  sub-populations  of  Medicaid,  that  by 
the  time  all  these  protected  eligibility  groups  are  eliminated  there  is  very  little  cost 
savings  left  to  realize. 

The  current  system  prohibits  states  willing  to  make  hard  choices.  An  example. 
Currentl)^,  a  Medicaid  recipient  has  benefits  that  are  130%  of  the  average  worker 
in  the  private  sector  in  our  state.  After  expensive  deliberation  and  discussion  with 
low  income  advocates,  we  decided  that  in  Utah  we  would  rather  have  everybody 
have  basic  health  care  than  fewer  have  the  best  health  plan  in  the  state.  We  pro- 
posed to  reduce  the  benefit  level  from  130%  of  the  average  private  sector  plan  to 
approximately  118%,  using  the  savings  to  provide  coverage  to  people,  who  currently 
have  no  coverage.  What  we  believe  to  be  a  common  sense  decision,  was  not  allowed 
under  the  existing  system.  There  may  be  those  of  you  who  still  disagree  with  our 
decision,  but  if  we  are  going  to  meet  our  objective  of'^providing  success  to  basic  qual- 
ity health  care  to  all  Utahns,  we  need  the  aoility  to  make  those  hard  decisions. 

Another  example,  federal  law  and  regulation  has  so  tightly  limited  the  use  of  co- 
payments  and  other  forms  of  financial  responsibility  witWn  tne  Medicaid  population 
that  any  strategies  to  save  funds  by  sensitizing  these  participants  to  the  con- 
sequences of  health  care  utilization  decisions  is  Tost.  Reasonable  cost  sharing  re- 
quirements must  be  injected  into  the  purchase  of  health  care  by  a  significant  part 
of  the  Medicaid  population,  particularly  adults,  if  we  hope  to  gain  control  of  this 
program  and  assure  its  continued  availability  to  future  generations. 

In  the  administrative  area,  the  explicit  and  expensive  requirements  imposed  by 
federal  law  and  regulation  on  operation  of  state  Medicaid  agencies  inhibits  redesign 
of  the  basic  program  to  transfer  greater  responsibility  to  private  health  plans  where 
they  can  be  more  cost-efficiently  borne,  and  the  basic  responsibilities  of  states  rede- 
fined around  rate  negotiation,  health  plan  enrollment,  quality  of  care  monitoring 
and  reporting,  and  health  data  collection  and  analysis. 

There  will  shortly  be  no  need  for  states  to  maintain  expensive,  complex  Medicaid 
Management  Information  Systems.  In  fact,  the  State  of  Utah  is  presently  operating 
on  a  trial  basis  a  single,  comprehensive  medical  billing  system  that  electronically 
processes  claims  from  all  provider  types.  UHIN,  the  Utah  Health  Information  Net- 
work, collects  claims  on  behalf  of  all  public  and  private  insuring  entities  in  Utah. 
UHIN  is  a  non-profit  organization  that  was  formed  voluntarily  to  address  the  grow- 
ing concern  around  duplicate  administrative  expenses  incurred  by  multiple  insurers. 
UHIN  receives  claims  either  manually  or  electronically,  processes  them  for  pajonent 
against  the  requirements  of  each  liable  insurer,  handles  automatically  the  coordina- 
tion of  benefits  where  more  than  one  insurer  is  involved,  applies  limitations  and 
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other  edits  against  the  services  received,  and  directs  a  payment  remittance  state- 
ment back  to  the  provider  advising  of  the  action  taken  on  the  claim,  and  the  parties 
from  whom  payment  will  be  received.  All  organizations  that  came  together  to  form 
UHIN  committed  in  the  articles  of  incorporation  to  return  all  administrative  savings 
that  are  derived  from  this  public/private  venture  to  the  consumer. 

UHIN  is  just  one  example  of  how  the  states  are  moving  aggressively  to  implement 
real  health  care  reform  that  will  stand  the  test  of  time.  The  time  for  action  is  now, 
and  the  place  for  this  action  is  the  individual  states. 

As  Congress  looks  toward  limiting  the  federal  funds  available  to  the  Medicaid  pro- 
gram, it  is  vital  the  states  be  given  the  tools  necessary  to  craft  a  program  that  is 
not  only  efficient,  but  which  continues  to  provide  at-risk  populations  good  quality 
medical  care.  In  my  opinion,  the  most  importent  tool  the  states  must  have  to  accom- 
pUsh  this  is  flexibility, 

Franklin  D.  Roosevelt  said  "The  future  lies  with  those  wise  political  leaders  who 
realize  that  the  great  public  is  interested  more  in  government  than  in  politics".  As 
the  nation's  governors,  each  of  us  has  the  first  line  responsibility  to  understand  our 
communities  needs  and  the  values  based  on  which  those  needs  must  be  met.  I  hope 
we  have  the  courage  and  the  wisdom  to  give  states  the  needed  flex  to  make  critictil 
decisions  relative  to  managing  Medicaid  within  a  mutually  acceptable  funding 
agreement.  This  is  the  only  path  I  see  that  will  enable  us  to  both  balance  the  fed- 
eral budget  and  preserve  this  importent  program. 

Again,  it  has  been  my  pleasure  and  privilege  to  speak  to  you  today,  and  at  this 
time  I  would  be  very  happy  to  speak  to  any  specific  questions  or  concerns  you  may 
have. 

Mr.  BILIRAKIS.  Thank  you  so  much,  Governor. 

Well,  gentlemen,  I  appreciate  so  very  much  your  testimony.  We 
are  going  to  go  into  the  questioning  now  on  the  part  of  the  mem- 
bers of  the  committee. 

I  am  going  to  try  to  hold  to  that  5-minute  rule  as  closely  as  pos- 
sible. I  don't  think  we  are  going  to  have  time  for  a  second  round, 
so  I  would  rather  no  one  comment  on  that.  I  will  kick  it  off. 

I  believe  that  the  testimony  of  our  distinguished  panel  of  Grov- 
ernors  demonstrates  that  we  all  agree  that  the  Medicaid  program 
has  a  disastrous  fiscal  effect  on  both  the  Federal  budget  deficit  and 
the  budget  of  all  the  States.  The  Medicaid  mandates  that  are  initi- 
ated in  this  committee  have  been  the  single  principal  cause,  or  it 
has  certainly  been  a  principal  cause  of  State  budget  pressures  and 
Federal  deficits  during  the  past  decade. 

I  am  sure  all  of  us,  or  at  least  most  of  the  us  have  heard  horror 
stories  from  all  of  our  States  regarding  many  of  these  mandates. 
I  guess  the  puzzling  question  is  how  did  this  happen  within  yearly 
budget  reconciliation  bills  whose  sole  and  exclusive  purpose  was 
budget  reduction? 

Before  Grovemor  Chiles  came  in,  I  held  up  the  Florida  1115  ap- 
plication, Governor,  which  as  I  indicated,  is  printed  on  both  sides 
of  each  sheet  and  it  does  not  include  the  accompanying  documenta- 
tion, which  I  am  sure  the  Governor  can  better  tell  us  is  volumi- 
nous, and  Governor  Edgar  has  referred  to  the  great  big  piles  on  top 
of  his  desk. 

So  we  go  on  about  how  did  Medicaid  expansions  become  the  sin- 
gle largest  unfunded  mandates  on  the  States?  Let  me  try  to  show 
you  how  by  turning  to  this  handout.  We  passed  this  out  earlier,  I 
trust  all  of  you  have  it. 

[The  charts  referred  to  follow:] 
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Mr.  BILIRAKIS.  This  chart  lists  the  official  Congressional  budget 
estimates  of  the  four  major  mandates  that  remain  passed  in  OBRA 
1989.  These  include  mandatory  coverage  of  pregnant  women  and 
children,  up  to  133  percent  of  poverty  line.  Also  mandatory  cov- 
erage of  early  periodic  screening  and  diagnostic  treatment  services, 
which  we  call  EPSDT,  in  addition  to  enhanced  payment  for  feder- 
ally qualified  health  centers  and  enhanced  pa3anents  for  obstetrical 
and  pediatric  services. 

I  don't  think  it  is  necessary  to  point  it  out,  but  these  are  addi- 
tional new  plan  dates  as  a  result  of  OBRA  1989.  In  addition,  all 
of  the  benefits  covered  under  Medicaid  previous  to  that. 

In  the  first  chart,  the  first  column  is  the  official  CBO  estimate, 
totals  out  to  $321  billion.  Let  me  repeat  for  all  States,  this  is  the 
official  CBO  estimate  for  all  States  for  these  benefits,  for  these  four 
benefits,  these  four  new  benefits  for  fiscal  year  1991. 

The  second  column  is  the  full  Florida  expenditures  provided  by 
Mr.  Gary  Clark  who  is  the  Florida  Medicaid  Director.  Florida  rep- 
resents only  3.8  percent  of  all  Federal  expenditures  on  this  pro- 
gram. 

Let's  compare  the  totals  for  fiscal  year  1991;  CBO  calculated  that 
the  total  Federal  expenditure  for  these  four  mandates  would  be 
$321  million  in  1991.  Unbelievably,  Florida's  total  alone  was  a 
staggering,  as  you  can  see,  $106  million. 

Let's  look  at  the  EPSDT  line.  Incredibly,  CBO  estimated  that  the 
total  Federal  expenditure  would  be  $25  million  for  all  50  States. 
While  Florida  actually  spent — now  mind  you,  this  is  just  the  Fed- 
eral share  of  what  Florida  spent  for  that  additional  program,  $63 
million,  or  more  than  double  the  CBO  estimate  in  1991.  But  I  cal- 
culated the  Federal  portion  added  to  this  $63  million  is  $47  million 
on  the  basis  of  57  percent,  43  percent  break  down. 

I  went  all  the  way  through.  The  mandatory  coverage  of  pregnant 
women,  Florida  taxpayer  dollars  would  be  $24  million  added  to  the 
$31  million. 

The  pa3rment  for  federally  qualified  health  centers  would  be  $6 
million  added  to  the  $8  million,  and  the  $3  million  added  to  the  $4 
million  of  the  bottom  payment  for  obstetrical  and  pediatric  services, 
meaning  an  additional  $80  million  that  came  out  of  Florida's  cof- 
fers, out  of  the  Florida  budget  in  addition  to  the  $106  million, 
when,  in  fact,  the  estimate,  CBO-scoring,  as  far  as  Federal  dollars 
was  concerned,  was  $321  million. 

Let's  see  now,  the  second  chart  projects  Federal  Medicaid  ex- 
penditures using  Florida's  actual  experience.  We  come  up  with  a 
figure  of  approximately  $2.86  billion. 

Therefore,  while  CBO  projected  Federal  expenditures,  the  Fed- 
eral share  of  $321  million,  actual  expenditures  were  closer  to  $2.8 
billion,  an  error  of  approximately  888  percent. 

This  example  I  think  shows  how  Medicaid  dramatically  contrib- 
uted to  the  growth  of  the  Federal  deficit  when  members  enacted 
Medicaid  law  based  on  totally  erroneous  estimates.  But  this  is  only, 
I  think,  half  the  story.  These  unfunded  Federal  mandates  were  also 
a  devastating  fiscal  blow  to  the  States,  and  all  of  you  have  referred 
to  that. 
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Why?  Well,  because  Medicaid  is  a  matching  program  with  the 
States  picking  up  43  percent  of  the  tab,  and,  of  course,  I  have  gone 
into  that. 

So  let's  look  at  chart  No.  3,  which  shows  somehow  CBOs 
misstatements  led  to  State  budgetary  havoc.  While  CBO  projected 
$242  million  in  State  expenditures  on  the  basis  of  that  $321  million 
estimate,  the  actual  expenditures  were  in  the  range  of  $2.1  billion. 

Because  all  States  must  balance  their  budget,  either  the  State 
taxpayer  pays  the  piper,  or  funds  had  to  be  taken  from  education 
and  other  social  programs  to  pay  for  Medicaid.  Not  surprisingly  the 
National  Governors  Association  passed  a  resolution  in  1991,  signed 
by  all  Governors,  I  referred  to  that  in  my  opening  statement,  in- 
cluding then  Governor  Clinton,  asking  for  repeal  delay  or  modifica- 
tion of  all  of  these  unfunded  mandates. 

I  am  not  sure  how  much  time  I  have  left,  but  I  would  like  to  give 
all  the  Grovemors  a  chance  to  comment  on  the  budgetary  folly,  if, 
in  fact,  they  think  this  is  a  folly  of  this  program.  Please  tell  us 
what  these  Federal  unfunded  mandates  did  to  your  budgets? 

Whoever  would  like  to  start  it  off. 

Mr.  Edgar.  I  agree.  In  fact,  it  is  not  to  say  these  aren't  worth- 
while programs,  but  there  are  a  lot  of  other  very  worthwhile  pro- 
grams in  Illinois  we  couldn't  fund,  like  more  early  childhood  edu- 
cation, programs  in  education,  mental  health,  because  we  didn't 
have  a  choice.  We  were  mandated  to  do  these.  We  weren't  given  the 
ability  to  really  set  the  priorities,  and  that  is  a  frustration  I  think 
every  Governor  feels  when  he  is  told  by  the  Federal  Grovemment — 
I  might  say  in  our  State,  we  had  only  a  50  percent  match,  so  it  hits 
us  especially  hard  when  we  are  mandated  to  do  something  in  Med- 
icaid, it  just  means  less  dollars  for  other  programs. 

Mr.  Chiles.  Mr.  Chairman,  I  think  there  would  be  no  disagree- 
ment that  all  Governors  want  flexibility.  All  of  us  certainly  think 
the  program  is  badly  flawed  now;  that  it  does  require  us  to  con- 
tinue to  add  tremendous  sums  of  our  money. 

I  think  with  different  concerns,  perhaps,  to  the  question  is,  if  you 
are  going  to  change  it,  are  you  going  to  fix  it  better  for  us  or  are 
you  going  to  make  it  worse  for  us  as  you  change  it?  That  is  the 
fear  that  some  of  us  have. 

Mr.  BiLlRAKls.  Governor  Sundquist,  I,  for  one,  have  an  awful  lot 
of  confidence  that  your  heart  is  as  big,  as  caring  as  any  heart  on 
this  committee. 

And  I  honestly  feel  that  if  we  give  you  the  resources — and  I 
grant  it,  maybe  they  are  never  adequate — if  you  will,  if  we  give  you 
the  resources  based  on  fairness  and  justice,  that  the  State  of  Flor- 
ida with  your  leadership  can  do  the  job.  And  this  is  why  I  support 
the  block  grant  concept,  with  no  strings  attached.  With  the  excep- 
tion of  the  one  that  all  of  you  mentioned,  and  that  is  that  param- 
eter that  money  has  to  be  used  for  health  care  reform. 

Mr.  Sundquist.  Thank  you,  Mr.  Chairman. 

You  are  absolutely  right  on  the  cost  of  mandates,  they  are  ter- 
ribly expensive.  As  we  looked  at  these  charts  earlier,  the  emphasis 
on  it  by  some  was  how  much  money  will  it  cost  States  when,  in 
fact,  if  you  will  free  us  up,  we  can  save  you  money,  and  we  need 
to  talk  about  cost  savings  as  a  result  of  reduction  of  mandates. 
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I  believe  Governors  can  be  trusted.  Our  necks  are  on  the  line, 
and  I  appreciate  the  confidence  that  you  have  in  us.  And,  for  in- 
stance, we  can't  charge  under  our  agreement  with  HCFA,  we  can't 
charge  anything  for  emergency  room  visits. 

Well,  how  expensive  are  emergency  room  visits?  And  when  peo- 
ple get  treated  in  the  emergency  room,  that  is  the  most  expensive 
form  of  treatment.  A  small  charge  will  move  those  people  in  the 
right  direction  and  will  save  money  and  allow  us  to  reinvest  those 
same  dollars  another  way. 

We  are  close  to  94  percent  of  the  people  in  Tennessee  covered 
under  insurance,  at  the  present  time.  We  saved  in  the  first  year 
of  TennCare,  we  saved  about  $900  million  for  State  and  Federal 
Government.  There  are  dramatic  savings  that  can  be  made,  if  you 
will  get  us  out  from  underneath  these  onerous  mandates  and  re- 
quirements that  are  being  dictated  out  of  Washington,  as  opposed 
to  what  we  in  Tennessee  request  to  manage  with,  and  we  can 
spend  your  dollars,  our  dollars  a  lot  better.  I  think  so. 

Mr.  Engler.  There  is  very  little  to  add.  We  showed  that  between 
1984  and  1993,  there  was  something  like  35  major  expansions  in 
Medicaid  that  were  mandated  by  Congress,  and  you  have  certainly 
done  an  effective  job  of  just  detailing  one  of  those.  So  the  totals  I 
think,  if  we  include  Boren,  we  end  up  over  $300  million  in  total 
mandated  increased  costs  and  a  good  deal  of  that  is  paid  by  the 
Federal  Government.  And  the  rest  of  it  is  paid  by  the  State.  Your 
display  is  a  good  one. 

Mr.  BiLlRAKls.  Governor,  anything  to  add  to  that? 

Mr.  Leavitt.  No,  our  experience  is  consistent. 

Mr.  BiLlRAKls.  My  time  is  long  expired. 

In  any  case,  Mr.  Waxman. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

I  want  to  direct  this  to  Grovemor  Edgar. 

The  Republican  Budget  Resolution,  which  you  and  your  Repub- 
lican colleagues  are  supporting,  would  reduce  Federal  spending  on 
Medicaid  by  $187  billion  over  7  years.  Now,  the  Kaiser  Commission 
on  the  Future  of  Medicaid,  issued  an  analysis  of  the  impact  of 
these  cuts  on  your  State  and  on  other  States.  The  analysis  was 
done  for  the  commission  by  two  economists,  John  Hollahan  and 
David  Liska,  of  the  Urban  Institute.  What  they  found  was  that 
over  the  next  7  years,  Illinois  would  lose  $6.2  billion  in  Federal 
Medicaid  funds,  a  cut  of  18.7  percent. 

In  the  year  2002  alone,  Illinois  would  lose  $1.8  billion  in  Federal 
funds,  a  1-year  reduction  of  30  percent.  The  researchers  looked  at 
the  impact  of  these  cuts  on  beneficiaries. 

Now,  they  made  certain  assumptions,  and  I  think  you  probably 
agree  with  these  assumptions.  Your  State  would  control  spending 
by  enrolling  beneficiaries  in  managed  care.  You  would  reduce  cov- 
ered services  and  you  would  cut  provider  reimbursement  rates  only 
after  you  had  made  these  changes.  The  researchers  thought  you 
would  then  cut  back  on  enrollment  or  the  eligibility  for  people  to 
be  on  the  program. 

What  the  researchers  concluded  was  that  despite  aggressive  use 
of  managed  care  and  reductions  in  provider  payments  in  covered 
services,  States  would  still  have  to  cut  back  on  coverage.  And  they 
estimated  that  in  the  year  2002  alone,  Illinois  would  have  to  elimi- 
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nate  coverage  for  more  than  82,000  people;  59,000  would  be  moth- 
ers and  children;  7,000  would  be  elderly;  17,000  would  be  disabled. 
In  short,  they  don't  think  that  you  can  deal  with  these  cuts  in  Fed- 
eral funds  without  stripping  people  in  your  State  of  health  care 
coverage. 

Now,  their  analysis  is  very  conservative.  It  doesn't  even  take  into 
account  the  special  problem  your  State  now  faces,  and  that  is  the, 
roughly,  $1  billion  you  already  owe  hospitals  and  other  providers 
in  Illinois  for  services  they  delivered  in  the  past. 

It  is  my  understanding  that  this  debt  used  to  be  $1.3  billion,  but 
your  State  budget,  recently  adopted  by  the  legislature  in  Illinois, 
had  a  cut  of  $200  million  from  welfare  programs  for  disabled  peo- 
ple, abused  and  neglected  children,  dental  care  for  the  poor  in 
order  to  help  pay  down  this  debt  to  the  hospitals  that  you  owed 
under  Medicaid. 

About  $40  million  of  these  saving  come  from  reducing  payments 
to  blind  and  disabled  adults  from  $154  to  $60  per  month. 

Now  according  to  a  recent  article  in  Crane  Chicago  Business,  thiis 
same  budget  also  reduced  payments  to  hospitals  with  heavy  Medic- 
aid patient  loads  by  85  percent,  from  $400  million  to  $60  million 
per  year.  The  biggest  losers  are  the  University  of  Chicago,  Mount 
Sinai,  Children's  Memorial,  Northwestern  Memorial  and  Rush 
Presb3rterian  Hospitals. 

In  short,  it  looks  like  your  State  is  already  robbing  Peter  to  pay 
back  Paul  even  before  the  Republican  budget  cuts  start  to  take 
away  large  amounts  of  Medicaid  dollars  from  Illinois. 

Here  is  my  question:  I  want  to  know  what  your  plan  is  going  to 
be?  How  are  you  going  to  deal  with  the  loss  of  $6.2  billion  in  Fed- 
eral funds  in  the  next  7  years? 

How  are  you  going  to  exercise  all  the  flexibility  you  are  asking 
for?  How  much  of  your  money  in  State  dollars  could  you  continue 
to  spend  on  health  and  long-term  care? 

Which  provider  rates  are  you  going  to  cut  and  how  much?  Which 
services  are  you  going  to  stop  covering? 

Which  beneficiaries  are  you  going  to  end  coverage  for.  The  elder- 
ly, disabled,  mothers  and  children?  Under  the  block  grant  you  are 
seeking,  we  will  probably  repeal  the  Federal  rules  that  States  have 
to  pay  providers  on  a  timely  basis  for  the  services  they  deliver. 

Are  you  going  to  pay  back  the  Illinois  hospitals  the  $1  billion  you 
still  owe  them,  or  do  you  intend  to  use  your  flexibility  to  withhold 
payments  from  providers  in  the  future  as  well? 

Mr.  Edgar.  How  much  time  do  I  have  to  reply? 

Mr.  BiLlRAKis.  About  3  minutes. 

Mr.  Whitfield.  Mr.  Chairman,  I  think  we  should  give  him  more 
than  5  minutes  to  respond. 

Mr.  Edgar.  Let  me,  first  of  all 

Mr.  Waxman.  My  question  is  illustrative  of  the  kind  of  problems 
your  State  is  going  to  have,  but  other  States  are  going  to  have 
similar  ones.  Tell  us  how  you  are  going  to  do  it. 

Mr.  Edgar.  First,  I  would  like  to  say,  you  keep  talking  about 
cut?  My  understanding  is  no  one  has  talked  about  cutting  Federal 
match  or  assistance.  We  are  talking  about  trying  to  limit  the  explo- 
sive growth,  and  that  is  something  we  are  trydng  to  find  at  the 
State  level.  So  we  don't  view  it  as  a  cut. 
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We  view  it  as  trjdng  to  limit  growth,  and  I  think  everybody  rec- 
ognized we  need  to  find  a  way  to  limit  growth  of  the  Medicaid  cost 
at  the  State  level. 

Second,  let  me  say  we  do  have  problems  with  Medicaid  today  in 
Illinois.  Two  reasons:  One  of  the  mandates  that  Congress  passed  on 
us,  I  pointed  out  in  my  testimony  this  last  year  alone,  $460  million 
of  our  increased  costs  in  Medicaid  came  from  the  mandates  that 
passed  here  during  the  late  1980's  and  early  1990's,  and  that  has 
been  a  real  frustration  for  us  in  Illinois  and  throughout  the  Nation, 
I  think  every  Governor,  the  mandates  that  we  have  been  forced 
upon  and  had  to  come  up  with  the  cost. 

Second,  one  of  the  great  frustrations  we  now  have  is  we  think 
we  have  a  way  to  deal  with  this  problem.  Managed  care,  it  is  not 
a  unique  concept.  Many  other  States  have  been  granted  waivers. 

But  we  get  a  delay,  and  delay,  and  delay  from  HCFA.  As  long 
as  we  have  those  kinds  of  bureaucratic  hurdles  to  overcome,  we 
can't  deal  with  the  problem.  So  I  firmly  believe  that  if  we  can  get 
the  waiver,  we  can  begin  to  deal  with  the  problems  we  now  face, 
but  also  we  are  not  saddled  with  more  and  more  mandates  from 
the  Federal  CJovemment. 

Now,  I  am  not  familiar  with  the  study  that  you  mentioned.  I  will 
say,  though,  that  as  we  can  tell  right  here  from  what  CBO  said  in 
their  study,  you  can't  always  depend  on  those  studies  being  that 
accurate. 

We  believe  in  Illinois,  if  we  are  given  the  flexibility  that  is  being 
talked  about  as  far  as  letting  us  determine  how  to  deal  with  the 
poor  in  our  State,  that  we  can  do  it  in  a  much  better  and  more  effi- 
cient manner  than  what  is  being  mandated  from  Washington  and 
the  types  of  increases  that  has  been  talked  about,  and  the  future 
under  the  Republican  proposal,  we  believe  with  the  flexibility,  we 
can  deal  with  the  problem. 

But  we  can't  if  you  continue  to  give  us  more  mandates,  if  we  con- 
tinue to  have  the  Federal  Grovemment  say  no  when  we  are  trying 
to  innovate  and  take  programs  that  other  States  have  been  able  to 
put  into  effect  and  have  worked  very  well. 

Mr.  Waxman.  I  appreciate  that  answer,  Governor. 

What  we  are  talking  about  in  the  proposal  is  an  effect  on  the 
Federal  dollars,  because  we  are  going  to  take  all  the  Federal  dol- 
lars, whatever  they  are  going  to  be,  and  apportion  them  out  in 
block  grant  funds  to  each  State,  and  that  is  one  point.  The  other 
point  is  the  flexibility. 

You  already  have  flexibility  without  a  set  limit  of  the  Federal 
dollars,  which  is  the  existing  Medicaid  program.  But  the  point  I 
want  to  draw  your  attention  to,  and  others  as  well.  Governor 
Chiles  pointed  out  we  have  States  like  Florida,  California,  and 
Texas  which  are  growing  very  fast.  I  am  pleased  to  hear  the  chair- 
man wants  to  recognize  that. 

Grovemor  Sundquist  mentioned  that  he  thinks  when  we  build  in 
the  base,  we  ought  to  recognize  that  they  have  already  made  effi- 
ciencies in  Tennessee.  Well,  they  have.  But  they  have  got  a  6.6  per- 
cent growth  increase  for  TennCare,  and  they  are  going  to  have  at 
best  a  4  percent  increase  in  Federal  dollars  in  the  future  to  pay  for 
it.  But  the  point  I  want  to  make  is  that  Tennessee  has  been  efii- 
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cient  but  they  are  also  covering  a  lot  of  people  that  other  States 
aren't. 

Now,  my  taxpayers  from  California  are  going  to  say,  why  should 
we  pay  taxes  when  we  are  a  high-growth  State,  to  help  pay  for  a 
lot  of  people  who  aren't  going  to  be  covered  in  California  but  will 
be  covered  in  Tennessee.  This  is  the  problem  we  are  going  to  have 
in  this  Medicaid  program. 

Grovemor  Sundquist  isn't  here,  but  what  he  has  asked  for,  is  to 
have  his  cake  and  eat  it,  too,  and  I  don't  blame  anybody  for  asking. 
But  the  Federal  Government  is  going  to  have  a  real  problem  meet- 
ing all  the  desires  of  all  the  Grovemors  if  we  are  going  to  have  a 
pie  that  is  going  to  be  reduced  in  its  growth  and  then  distributed 
with  some  presumed  equity.  And  then  it  seems  to  me,  the  job  of 
the  GrOvemors,  with  all  your  flexibility  and  despite  all  your  good  in- 
tentions, will  be  to  cut  people  out  of  the  program. 

Mr.  BiLlRAKls.  The  gentleman's  time  has  expired. 

Mr.  Waxman.  I  would  ask  one  question,  and  maybe  we  can  get 
it  in  really  quickly,  if  you  all  believe  we  ought  to  cover  low-income 
elderly  for  nursing  homes  and  women  and  kids  below  the  poverty 
line,  or  up  to  133  percent  of  the  poverty  line  and 

Mr.  BiLlRAKls.  The  gentleman's  time  has  expired. 

Mr.  Waxman.  Are  you  willing  to  let  us  put  in  that  they  ought  to 
be  covered  and  give  you  all  the  flexibility  in  the  world  to  do  it? 

Mr.  BiLlRAKls.  The  gentleman's  time  has  expired. 

Mr.  Bliley. 

Mr.  Waxman.  Could  we  get  an  answer,  maybe  a  quick  one? 

Mr.  BiLiRAKis.  You  have  gone  about  12  minutes. 

In  the  process,  probably  responding  to  the  others,  they  could  re- 
spond. 

Mr.  Waxman.  I  think  it  could  be  a  yes  or  no  answer,  real  quickly. 

Mr.  BiLlRAKis.  Mr.  Bliley. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

You  say  that  incremental.  Governor  Edgar,  you  say  that  incre- 
mental reform  has  been  tried  and  it  is  simply  not  enough.  Would 
you  explain  what  do  you  think  were  the  reasons  behind  the  failure 
of  past  attempts  to  get  control  of  the  Medicaid  program? 

Mr.  Edgar.  Well,  I  think  there  has  been  a  resistance  on  the  part 
of  the  HCFA  on  really  giving  the  States  the  flexibility,  and  part  of 
it  has  also  been  from  Federal  law.  You  know  every  time  you  go  into 
a  waiver,  you  might  eventually  get  the  waiver,  we  hope  at  some 
point  we  will  get  the  waiver,  but  it  is  going  to  be  probably  far  dif- 
ferent from  what  we  ask  for.  You  negotiate  day  in  and  day  out  with 
the  Federal  bureaucrats,  and  they  have  their  job  to  do,  but  I  don't 
think  they  are  as  responsive  and  sensitive  to  what  the  needs  in  a 
State  are  as  elected  officials  of  the  people  who  are  in  that  State. 

Again,  Mr.  Waxman's  question  about  what  are  we  going  to  do? 
To  imply  that  States  don't  have  more  concern  or  sympathy  to  the 
people  out  there  and  Congress  might  have  more,  I  just  disagree. 

We  are  all  elected  by  the  same  people.  We  are  all  held  respon- 
sible, and  I  think  in  the  case  of  Medicaid,  those  of  us  at  the  State 
level,  particularly  elected  offlcials,  we  are  held  more  responsible 
than  the  bureaucrats  are  in  Washington.  So  again,  the  experience 
we  have  had  has  been  any  time  you  come  in  for  a  waiver,  you 
never  get  what  you  ask  for.  It  gets  watered  down  considerably.  And 
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as  a  result,  you  can't  really  put  in  the  sweeping  reforms  that  you 
need. 

And  I  mentioned  everybody  here  I  think  has  gone  through  a  long, 
drawn  out  experience  trying  to  get  waivers,  and  what  we  would 
like  to  be  able  to  do  is  put  those  plans  into  place  quickly  and  begin 
to  save  dollars  and  provide  better  service  to  the  people  that  we  are 
trying  to  help.  And  those  are  the  ones  I  think  everyone  here  wants 
to  help  but,  unfortunately,  we  can't  do  the  job  we  would  like  to  do 
under  the  current  system. 

Mr.  Leavitt.  Mr.  Bliley,  can  I  make  a  comment  on  that? 

There  are  times  you  do  get  what  you  ask  for  and  it  doesn't  work, 
but  in  the  doing,  you  discover  something  that  will. 

Well,  in  a  normal  circumstance,  you  are  able  to  say,  let's  change 
this.  But  you  have  to  come  to  Washington  now  and  get  a  new  waiv- 
er and  wait  another  15  months.  You  just  need  the  capacity  to  find 
out  what  works  through  sometimes  trial  and  error.  But  that  is  life 
and  it  is  real  and  we  can  fix  it,  given  a  chance  to  do  that. 

Mr.  Bliley.  Thank  you.  Governor. 

Grovemor  Edgar,  you  suggested  in  your  testimony  that  failure  to 
reform  Medicaid  would  eventually  deprive  States  of  their  ability  to 
meet  the  health  needs  of  poor  children  and  other  disadvantaged  in- 
dividuals. If  this  Congress  is  blocked  in  its  effort  to  reform  Medic- 
aid, how  long  do  you  think  it  will  take  before  the  program's  cost 
inflation  has  the  impact  you  are  warning  about? 

Mr.  Edgar.  I  think  as  Congressman  Waxman  pointed  out,  we  al- 
ready have  real  problems  in  Illinois  under  the  current  system,  and 
if  we  don't  get  some  major  reforms,  the  system  that  is  already  out 
of  control  is  just  going  to  get  worse  and  worse.  I  think  it  varies 
maybe  from  State  to  State,  but  the  problem  we  have  is  we  can't 
set  what  we  think  are  the  right  priorities. 

Again,  I  go  back  to  the  example  of  dealing  with  medical  provid- 
ers. Our  hands  are  really  tied  as  we  try  to  negotiate  with  them  and 
to  come  up  with  what  we  think  is  a  much  more  cost-effective  reim- 
bursement system,  so  that  means  we  don't  have  as  many  dollars 
to  put  out  to  as  many  recipients  because  of  the  rate  structure  we 
are  dealing  with.  That  is  just  one  of  many  examples  of  where  we 
feel  that  if  we  were  given  the  flexibility,  we  could  run  a  much  more 
effective  program  and  I  think  do  a  better  job  of  providing  services. 

And  also  let  me  just  go  back  I  think,  too,  we  recognize,  and  I 
think  has  got  to  be  taken  into  consideration,  this  whole  debate,  I 
am  sure  it  is  on  your  part,  is  that  there  are  limits  on  what  the  Fed- 
eral Government  can  do.  In  fact,  the  Federal  Grovemment  has  prob- 
ably spent  more  money  overall  than  they  have  to  spend  and  they 
have  got  to  cut  back.  So  we  recognize  that  all  areas  are  going  to 
have  to  be  more  efficient.  And  we  think  in  Medicaid  that  can  be 
done  and  it  can  help  our  problems  as  well  as  your  problems,  and 
still  provide  effective  care  to  those  people  who  truly  need  it. 

Mr.  Bliley.  Governor  Engler,  what  efforts  has  Michigan  made  to 
improve  health  outcomes? 

Mr.  Engler.  We  restructured  a  number  of  our  programs.  Cer- 
tainly, we  think  managed  care  is  part  of  it.  We  would  love  to  have 
an  opportunity  as  part  of  welfare  reform  and  Medicaid  reform  to 
integrate  a  lot  of  these  programs.  Right  now,  we  have  programs 
mandated  by  Congress,  that  they  really  are  separate. 
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Head  Start  might  be  an  example  of  something  we  would  think 
as  an  educational  program  ought  to  be  somewhat  coordinated  with 
early  prevention  screening  and  detection  services.  The  WIC  pro- 
gram is  separate  from  AFDC  and  Medicaid,  and  there  is  a  great 
difficulty  in  trying  to  sort  of  knit  all  of  these  together. 

We  would  like  to  have  sort  of  a  seamless  system,  but  we  are  try- 
ing to  do  that,  both  with  waiver  and  with  wherever  we  can  find 
flexibility.  Often  we  run  into  a  congressional  mandate  that  says 
you  can't  do  that  or  that  you  shall  keep  it  separate.  So  we  are  try- 
ing to  break  those  barriers  down,  barriers  in  large  part  that  have 
followed  the  committee  structure  or  subcommittee  structure  of  the 
Congress  and  then  agency  preference,  as  opposed  to  a  rational 
scheme. 

So  we  are  sa3dng,  let's  try  to  allow  us  to  bring  these  together. 
Specifically,  one  that  I  referred  to  in  my  testimony,  a  Healthy  Kids 
Initiative  is  a  program  where  we  decided  that  we  wanted  to  cover 
children  in  families  up  150  percent  of  poverty  regardless  of  wheth- 
er their  parents  were  AFDC  eligible,  and  so  we  have  extended  that. 
We  have  a,  we  think,  a  potential  population  of  90,000  who  might 
ultimately  qualify.  Our  enrollment  after  a  year  is  in  excess  of  about 
50,000.  This  is  a  population  that  is  somewhat  difficult  to  reach  be- 
cause some  of  these  children  are  in  working  poor  families  but  we 
have  structured 

Mr.  BiLlRAKls.  Please  summarize,  Grovemor. 

I  am  sorry,  but  please  summarize. 

Mr.  Engler.  I  could  go  on  forever. 

Mr.  BiLiRAKis.  I  could  tell.  That  is  why  I  asked  you  to  summa- 
rize. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

Mr.  BiLlRAKis.  Mr.  Dingell. 

Mr.  Dingell.  Thank  you,  Mr.  Chairman. 

Grentlemen,  we  are  seeking  your  assistance  in  informing  us  of 
how  we  are  going  to  restructure  the  process  of  distribution  of 
health  care  funds  from  the  Federal  Government  to  the  States  to 
what  kind  of  programs.  The  cut  in  the  Republican  budget  package, 
as  I  understand  it,  from  levels  of  expenditure  which  this  country 
would  be  making  in  the  year  2002,  will  be  about  $187  billion. 

If  that  goes  through,  that  means  that  we  are  going  to  have  to 
share  some  very  significant  cuts.  Now,  each  of  you  are  going  to 
confront  the  awkward  problem  of  how  you  are  going  to  do  that? 

First  of  all,  not  at  this  time,  but  will  you  submit  to  us  your  state- 
ment of  what  the  formula  should  be.  Today,  it  is  a  formula  which 
is  bottomed  in  part  on  the  number  of  needy  and  in  part  the  number 
of  people  in  the  State.  And  this  formula  in  the  sharing  of  Federal 
funds  indicates  how  much  money  you  are  going  to  get  for  the  ad- 
ministration of  your  respective  State  programs.  So  if  you  would 
please  submit  that  to  us,  it  would  be  of  value. 

Second,  would  you  submit  to  us  also  how  you  propose  to  address 
the  expenditure  of  funds.  As  I  note  in  reading  the  way  that  the  Re- 
publican package  here  is  crafted,  it  indicates  that  there  is  going  to 
be  a  cap  of  a  10  percent  growth  rate — rather  a  cap  of  an  average 
of  about  4  percent  in  growth  rate  for  the  several  States.  In  point 
of  fact,  most  of  you  have  under  gone  a  10  percent  health  care  cost 
over  recent  history  have  averaged  15  percent. 
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How  do  you  propose  to  address  this  problem  of  growth  which  is 
going  to  go  on  despite  anything  you  can  do  because  of  population 
increases,  technology  increases,  perhaps  economic  downturns  and 
the  whole  broad  range  of  other  things.  Perhaps  you  could  begin  by 
answering  that  question  specifically. 

Governor  Chiles,  would  you  start  off. 

Mr.  Chiles.  Now,  that  question  was  how 

Mr.  DiNGELL.  How  are  you  going  to  address  the  fact  that  you  are 
going  to  be  capped  at  a  4  percent  growth  rate,  when,  in  fact,  your 
real  growth  rate  has  been  10  percent  and  the  real  growth  rate  in 
health  care  has  been  15  percent? 

Mr.  Chiles.  Well,  that  would  be  the  terrible  inequity  of  a  pro- 
gram that  was  adopted  that  way,  that  capped  the  growth  rate,  that 
would  be  a  total  unfairness.  You  know,  we  have,  as  you  said,  the 
budget  resolution  is  going  to  require  this  $185,  $187  billion  worth 
of  cuts.  I  think  that  is  too  much  coming  out  of  Medicaid,  but  that 
is  a  decision  that  has  been  made. 

If  we  are  going  to  have  that  kind  of  cuts,  I  think  what  I  would 
hope  this  committee  would  do  is  to  design  a  program  that  will  treat 
children,  elderly,  disabled,  poor  equally  with  how  those  cuts  are 
distributed  and  treat  States  equally  so  that  we  share  that  burden 
equally.  That  means  you  have  to  recognize  there  are  different 
growth  rates,  different  case  rates  for  the  States. 

Mr.  DiNGELL.  The  way  of  treating  States  equally  is  by  seeing  to 
it  that  the  cut  that  each  State  is  going  to  unaergo  is  fair  and  that 
is,  of  course,  a  major  concern  to  me. 

Governor  Edgar,  what  comments  do  you  have  on  this? 

Mr.  Edgar.  Again,  I  will  go  back  to  we  believe  if  we  are  given 
the  managed  care  proposal  we  have  got,  we  can  bring  down  our  in- 
crease. Again  we  were  not  cutting 

Mr.  DiNGELL.  Would  it  bring  down  enough  that  this  level  of 
cut 

Mr.  Edgar.  With  that  and  Boren  amendment  repeal,  the  other 
flexibility  that  we  would  like  to  see,  we  believe  that  we  can  oper- 
ate  

Mr.  DiNGELL.  Do  you  know  that  or  hope  that? 

Mr.  Edgar.  Well,  nobody  knows  it.  We  can  give  you  things,  but 
until  you  go  through  it 

Mr.  DiNGELL.  So  you  are  exercising  the  great  Christian  virtue  of 
hope? 

Mr.  Edgar.  I  think  we  do  that  every  day  in  this  business;  don't 
we? 

Mr.  DiNGELL.  I  don't  mean  to  be  discourteous,  but  that  light  is 
very  cruel. 

Mr.  Engler.  I  am  happy  to  get  into  this. 

Fiscal  year  1995  spending,  Federal  spending,  is  about  $90  billion. 
No,  I  don't  believe  we  are  going  to  spend  less  than  $90  billion  in 
fiscal  year  1996  or  1997.  My  understanding,  we  are  debating  how 
much  we  should  increase  it. 

Mr.  DiNGELL.  We  are  also  debating  on  the  formula  of  allocation 
amongst  several  States.  Some  States,  like  the  State  of  Florida 
under  the  very  able  leadership  of  Governor  Chiles,  and  indeed 
some  of  things  you  have  done,  you  have  already  begun  to  put  in 
place  cuts. 
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Mr.  Engler.  Sure. 

Mr.  DiNGELL.  You  are  going  to  find  that  these  cuts  are,  in  fact, 
going  to  penalize  you  in  the  future  and  that  your  allocation  in 
Michigan  is  going  to  be  perhaps  less  favorable,  because  States 
which  have  not,  as  Grovemor  Chiles  indicates  to  us,  taken  these 
steps,  are  going  to  all  of  a  sudden  have  to  take  steps,  and  then  they 
are  going  to  get  a  pool  of  money  they  are  going  to  have  that  is  not 
going  to  be  available  to  you  to  provide  services  and  care  for  your 
people. 

Mr.  Engler.  I  don't  want  to  confuse  efficiencies  with  cuts.  We 
put  efficiencies  in  place.  We  cut  nothing,  we  spent  a 

Mr.  DiNGELL.  Efficiencies  and  cuts  are  the  same  thing.  They  are 
diminutions  in  expenditures,  as  Grovemor  Chiles  said. 

Mr.  Engler.  My  expenditure  is  raising  the  total  of  spending, 
yours  and  mine.  Total  spending  has  gone  fiscal  year  1995,  $5.37 
billion;  fiscal  year  1996,  $5.88  billion.  That  is  an  increase  not  a  de- 
crease. But  within  this  increase,  there  are  a  number  of  efficiencies 
to  stretch  that  money  further. 

What  we  have  got  with  the  formula  debate — and  the  committee 
needs  to  be  very  clear  on,  especially  those  of  us  from  Michigan  need 
to  be  clear  that  there  are  States  out  there  sa5dng,  you  know,  if  I 
had  known  that  there  was  a  prospect  to  block  grant  these  funds, 
I  would  have  pumped  up  my  base  a  lot  more.  I  would  have  spent 
more  in  order  to  lock  in  a  higher  amount  of  money. 

I  said,  I  wish  I  had  known  that.  Right  now,  the  Federal  system 
which  is  getting  such  a  stout  defense  here,  is  a  system  that  has 
some  States  getting  reimbursed  50  percent,  some  83  percent  and 
some  States  providing  optional  services,  some  States  not  providing 
optional  services  and  so 

Mr.  DiNGELL.  I  apologize  that  light  is  on  in  the  red,  I  want  to 
hear,  but  just  one  quick  question.  You  spend  a  substantially  larger 
sum  on  a  per  capita  basis  than  Governor  Leavitt.  I  am  not  criticiz- 
ing that  he  spends  $500  for  it.  Others  spend  as  much  as  $4,000  to 
$6,000. 

Grovemor  Leavitt  what  comment  do  you  have? 

Mr.  Leavitt.  I  would  like  to  give  you  a  couple  examples.  I  men- 
tioned in  my  testimony,  the  health  claims  processing  that  we  are 
now  doing  on  an  electronic  basis  with  all  providers  in  our  State. 
Another  one  perhaps  the  most  important,  is  the  quality  initiative. 
Ultimately,  to  do  this,  you  have  got  to  reduce  the  cost  of  the  health 
coverage. 

We  had  a  system  in  our  State  we  are  developing  with  all  hos- 
pitals and  medical  providers  that  would  be  part  of  standards  proc- 
ess, where  we  are  able  to,  literally,  at  any  given  hospital,  are  be 
able  to  punch  in  the  some  symptoms  and  age  and  components  of 
demographic  importance,  and  you  will  end  up  with  a  whole  series 
of  treatment  patterns  that  the  physician  then  will  be  able  to  look 
at  and  determine  not  just  what  the  efficiency  has  been  in  terms  of 
treatment  and  what  the  cure  rate  was  or  the  rate  of  efficiency,  but 
also  how  much  it  cost.  You  can  look  in  hospital  to  hospital  and  see 
dramatic  differences  in  the  cost,  and  that  kind  of  management  will 
ultimately  reduce  costs,  and  that  is  how  we  are  able  to  do  what  we 
are  already  doing. 
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Mr.  DiNGELL.  Governor,  with  great  respect,  I  would  observe  that 
that  does  not  answer  the  question.  The  question  is  how  are  you 
going  to  deal  with  the  cuts  that  you  are  going  to  confront  as  this 
$187  billion  comes  out  of  a  projected  growth  rate  of  10  percent, 
when,  in  fact,  the  real  growth  rate  is  going  to  be  something  on  the 
order  of  15  percent  and  you  are  going  to  be  capped  at  four. 

Mr.  Leavitt.  What  we  are  sa5dng 

Mr.  BILIRAKIS.  A  real  quick  answer,  Governor,  because  we  are 
running  out  of  time  here. 

Mr.  DiNGELL.  I  thank  you,  Mr.  Chairman. 

Mr.  BILIRAKIS.  If  you  have  just  a  very  few  words. 

Mr.  DiNGELL.  May  I  make  a  unanimous  consent  request?  I  have 
a  series  of  questions  I  would  like  to  direct  to  our  panel. 

Mr.  BILIRAKIS.  Without  objection,  that  would  hold  true  on  any 
other  questions  that  might  be  asked  by  the  members  of  the  com- 
mittee and  additionally.  Governor  Romer  was  invited  to  attend 
here  today  and  was  not  able  to  make  it,  and  he  does  have  a  state- 
ment. 

Without  objection,  that  will  be  made  part  of  the  record. 

[Written  questions  of  Hon.  John  D.  Dingell  and  responses  follow.] 
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The  Honorable  Michael  Bilirakis 

Chairman 

Subconnnittee  on  Health  and  the  Environment 

Committee  on  Commerce 

U.S.  House  of  Representatives 

Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

As  you  will  recall  in  the  June  8,  1995  hearing  before  the 
Subcommittee  on  Health  and  the  Environment  of  the  Committee  on 
Commerce,  I  asked  for  unanimous  consent  that  I  be  allowed  to 
submit  additional  questions  to  the  witnesses  suid  to  have  the 
record  kept  open  to  include  their  responses.   Because  of  the 
breadth  of  my  request  to  the  witnesses  and  the  expected  scope  of 
the  corresponding  answers,  I  cun  requesting  that  the  record  for 
this  hearing  remain  open  until  July  31,  1S95. 


Your  cooperation  in  this 


^r  is  greatly  appreciated, 
rely. 


JOHN  D.  OXNGELL 
RANKING  MEMBER 


The  Honorable  Henrj'  A.  Wauaneui,  Ranking  Member 
Subcommittee  on  Health  and  the  Environment 
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The  HonoraJble  Lawton  Chiles 

Governor 

State  of   Florida 

The  Capitol 

Tallahassee,  Florida  32399-0001 

Dear  Governor  Chiles: 


Recently,  you  testified  before  the  Subconsnittee  on  Health 
emd  the  Environment  of  the  Connnittee  on  Commerce  on  Federal 
Medicaid  block  grants  and  how  they  would  affect  your  state.   At 
that  hearing  you  expressed  concern  about  blocic  grcuits  despite 
claims  that  they  would  enhance  flexibility  in  State  Medicaid 
programs,  and  could  result  in  new  efficiencies  that  would 
ultimately  reduce  spending. 

Your  concerns  aibout  the  block  greuits  in  the  Republican's 
plan  revolved  around  the  fact  that  your  state's  Medicaid  budget 
would  be  capped  at  approximately  a  4  percent  growth  rate  over  the 
next  seven  years.   Recent  figures  published  by  the  Urban 
Institute  for  the  Kaiser  Commission  suggest  that  under  such  a  cap 
your  state's  Medicaid  budget  would  be  reduced  by  more  than  $9.8 
billion  for  the  1996-2002  time  period. 

The  implications  of  the  proposed  Republicam  plan  for 
Medicaid  are  profound.   Under  the  plan,  not  only  would  your  State 
be  forced  to  assume  significant  spending  reductions,  but  would 
also  undertake  additional  financial  risk  for  the  viability  of  the 
program.   Moreover,  it  is  not  clear  that  most  states  have  fully 
thought  out  even  the  most  basic  administrative  requirements 
necessary  to  take  on  these  additional  responsibilities. 

Given  the  magnitude  of  chemge  proposed  under  the  Republiccm 
pleua,  and  the  possible  consequences  for  your  state's  Medicaid 
program,  I  asked  unanimous  consent  at  the  June  8,  1995  hearing  to 
submit  additional  questions  to  the  witnesses  smd  to  have  the 
record  kept  open  to  include  their  responses.   Pursuant  to  that 
request,  please  provide  responses  to  the  following  by  July  10,  1995: 
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(1)  The  Urban  Institute's  analysis  shows  that  under 
the  Republican  plan,  your  state  could  be  forced  to 
cut  some  432,000  beneficiaries  in  the  year  2002 
alone.   That  analysis  further  shows  that  Federal 
spending  on  your  state's  Medicaid  program  would  be 
reduced  by  approximately  $9.8  billion  over  the 
next  seven  years.   Do  you  agree  with  the  figures 
in  the  Urban  Institute's  analysis?   IC  not,  please 
provide  your  own  analysis  of  the  Republicem  budget 
plan  and  how  it  will  affect  your  state's  Medicaid 
program.   Specifically,  how  would  an  average  4 
percent  federal  cap  in  the  growth  rate  for 
Medicaid  spending  (descending  to  a  2%  cap  by  2002) 
affect  (positively  or  negatively)  your  state's 
beneficiary  population?  Also,  provide  the 
source (s)  of  your  analysis.   If  you  have  not 
already  conducted  this  analysis  and  disagree  with 
the  Urban  Institute's  numbers,  please  explain  your 
rationale  for  supporting  such  a  proposal  without 
fully  evaluating  how  your  state's  Medicaid  program 
would  be  affected. 

(2)  How  do  you  intend  to  bridge  cmy  projected 
budgetary  reductions  under  the  Republicain  plan? 
If  you  intend  to  achieve  savings  through 
efficiencies,  please  describe  them.   How  much  will 
they  save?  For  example,  if  such  efficiencies 
include  enrolling  your  State's  Medicaid 
beneficiaries  in  managed  care,  what  savings  do  you 
expect  from  such  a  move?   If  you  intend  to  make 
improvements  in  State  Medicaid  administrative 
costs,  what  changes  do  you  anticipate,  and   what 
savings  do  you  expect?   If  you  intend  to  cut 
beneficiaries,  please  report  which  groups  you 
intend  to  cut  and  the  expected  savings.   If  you 
intend  to  reduce  Medicaid  benefits,  describe  which 
benefits  you  will  reduce,  the  predicted  savings, 
and   so  on.   Please  do  this  for  each  of  the  next 
seven  years. 

(3)  Please  provide  the  percentage  of  your  state's 
Medicaid  population  that  is  currently  enrolled  in 
managed  care  and  the  amount  you  intend  to  enroll 
for  each  of  the  next  seven  years.   Also,  please 
provide  your  State's  total  Medicaid  administrative 
operating  costs,  euid  the  percentage  of  such  costs 
in  the  program' s  total  cost .   Provide  the  most 
recent  year,  oind  the  predicted  rates  for  the  next 
seven  years.   Also,  please  provide  your  state's 
Medicaid  eind  population  growth  rates  for  each  of 
the  past  10  years,  and  the  projected  growth  rates 
for  each  of  the  next  seven  years . 

(4)  In  an  April  4,  1995  report  on  Medicaid,  GAO  found 
that  for  many  states  a  1  percent  increase  in  the 
unemployment  rate  resulted  in  a  6  percent  increase 
in  Medicaid  spending  (as  more  people  lose  their 
jobs  and  thus  become  eligible) .   In  one  State  in 
1991,  for  example,  GAO  found  that  a  2.8  percent 
jump  in  unemployment  led  to  a  17.6  percent 
increase  in  Medicaid  expenditures  for  that  same 
year.   This  translated  into  a  $590  million 
increase  in  total  Medicaid  spending  for  that 
State.   Given  this  relationship  cuid  the  increased 
financial  risk  your  State  will  assume,  please 
provide  unemployment  figures  for  the  past  IS 
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years.   Also  describe  your  state's  concingency 
plan  i£  your  State  faces  a  significant  economic 
downturn  or  a  sharp  increase  in  Medicaid - 
eligibles. 

(5)  Please  provide  the  distributional  fomtula  your 
administration  understands  will  be  used  for 
determining  federal  contributions  to  your  State 
under  the  proposed  Republican  plan.   If  you  do  not 
know  the  formula  at  this  time,  explain  which 
factors  (such  as  population  increases,  decreases, 
or  previous  spending  rates)  should  be  considered 
in  this  formula.  VRiat  formulas  would  you  consider 
fair?  v/hat  formulas  would  you  consider  unfair? 
Under  a  bloclc  graint,  which  base  year  do  you 
believe  is  appropriate  to  base  your  State's 
spending  level?  Also,  provide  us  with  an  update 
on  your  State's  participation  in  the  formula- 
designing  process  (i.e.,  has  your  administration 
been  working  with  the  National  Governors 
Association  or  other  groups  to  generate  such  a 
formula) . 

(6)  Please  detail  the  specific  areas  where  federal 
"micro -managing"  has  unnecessarily  cost  your  state 
money,  and  then  quamtify  those  costs  for  each  area 
identified.   Finally,  detail  any  expected  savings 
that  will  result  from  removing  federal  involvement 
in  each  area  identified. 

(7)  Please  detail  which  federal  laws,  rules,  or 
regulations  currently  govern  your  State's  Medicaid 
program  for  which  there  are  no  overlapping  or 
corresponding  State  laws.   Also  describe  the 
predicted  result  of  removing  federal  oversight 
over  such  areas.   For  example,  it  is  my 
understanding  chat  the  only  regulations  covering 
home  health  care  are  Federal  regulations.   If 
federal  involvement  under  a  block  grant  is 
removed,  who  will  provide  oversight  for  this 
service?   For  areas  where  there  is  only  federal 
regulation,  describe  whether  you  intend  to  back- 
fill such  areas  with  state  regulations,  and  the 
expected  time  tables  for  such  actions. 

Although  the  record  for  the  hearing  at  which  you  testified 
closes  on  July  10,  1995,  I  have  requested  the  Subcommittee 
Chairman  extend  this  period  until  July  31,  1995,  to  accommodate 
your  response.   If  you  have  any  further  questions  on  this  matter, 
you  may  contact  either  Bridgett  Taylor  or  Christopher  Knauer  of 
my  staff  at  202-226-3400.   Your  cooperation  in  this  matter  is 
greatly  appreciated. 


JOHN  D.  DINGELL 
RANKING  MEMBER 

The  Honorable  Michael  Bilirakis,  Chairman 
Subcommittee  on  Health  and  the  Environment 

The  HonoraUole  Henry  A.  Waxman,  Ranking  Member 
Subcommittee  on  Health  auid  the  Environment 
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The  Honorable  John  Engler 

Governor 

State  of  Michigan 

P.O.  Box  30013 

Lansing,  Michigan  2S909 

Dear  Governor  Engler: 

Recently,  you  testified  before  the  Subcommittee  on  Health 
and  the  Environment  of  the  Committee  on  Commerce  on  Federal 
Medicaid  block  grants  eind  how  they  would  affect  our  state.   At 
that  hearing  you  expressed  support  for  block  grsmts  because  you 
believed  they  would  allow  more  flexibility  in  State  Medicaid 
programs,  and  would  result  in  new  efficiencies  that  would 
ultimately  reduce  spending. 

As  you  Icnow,  under  the  Republicein  plan,  Michigan's  Medicaid 
budget  would  be  capped  at  a  growth  rate  of  approximately  4 
percent  over  the  next  seven  years.   Recent  figures  published  by 
the  Urban  Institute  for  the  Kaiser  Commission  suggest  that  under 
such  a  cap  Michigan's  Medicaid  budget  would  be  reduced  by  more 
than  $6  billion  for  the  1996-2002  time  period. 

The  implications  of  the  proposed  Repxiblicaui  plsm  for 
Medicaid  are  profound.   Under  the  plan,  Michigan  would  be  forced 
to  accept  significant  spending  reductions,  cind  assume  additional 
finauicial  risk  for  the  viability  of  the  program.   Moreover,  it  is 
clear  that  most  states  have  not  yet  examined  even  the  most  basic 
administrative  requirements  necessary  to  take  on  these  additional 
responsibilities . 

Given  the  magnitude  of  change  proposed  under  the  Repvtblican 
plan,  and  the  possible  consequences  for  Michigan's  Medicaid 
program,  I  asked  unanimous  consent  at  the  June  8,  1995  hearing  to 
submit  additional  questions  to  the  witnesses  suid  to  have  the 
record  kept  open  to  include  their  responses.   Pursuant  to  that 
request,  please  provide  responses  to  the  following  questions  by 
July  8,  1995: 

(1)   The  Urban  Institute's  auialysis  shows  that  under 
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Che  Republican  plan,  Michigan  could  be  forced  to 
cut  some  55,000  beneficiaries  in  the  year  2002 
alone.   That  analysis  further  shows  that  Federal 
spending  on  Michigan'  3  Medicaid  progreim  would  be 
reduced  by  approximately  $6  billion  over  the  next 
seven  years.   Do  you  agree  with  the  figures  in  the 
Urban  Institute's  analysis?   If  not,  please 
provide  your  own  analysis  of  the  Republican  budget 
plan  and  how  it  will  affect  Michigan's  Medicaid 
program.   Specifically,  how  would  an  average  4 
percent  federal  cap  in  the  growth  rate  for 
Medicaid  spending  (descending  to  a  2%  cap  by  2002) 
affect  (positively  or  negatively)  Michigam's 
beneficiary  population?   Also,  provide  the 
source (s)  of  your  analysis.   If  you  have  not 
already  conducted  this  analysis  euid  disagree  with 
the  Urban  Institute's  numbers,  please  explain  your 
rationale  for  supporting  such  a  proposal  without 
fully  evaluating  how  Michigam's  Medicaid  program 
would  be  affected. 

(2)  How  do  you  intend  to  bridge  any   projected 
budgetary  reductions  under  the  Republican  plem? 
If  you  intend  to  achieve  savings  through 
efficiencies,  please  describe  them.   How  much  will 
they  save?  For  example,  if  such  efficiencies 
include  enrolling  your  State's  Medicaid 
beneficiaries  in  managed  care,  what  savings  do  you 
expect  from  such  a  move?   If  you  intend  to  make 
in^jrovements  in  State  Medicaid  administrative 
costs,  what  changes  do  you  anticipate,  and  what 
savings  do  you  expect?   If  you  intend  to  cut 
beneficiaries,  please  report  which  groups  you 
intend  to  cut  amd  the  expected  savings.   If  you 
intend  to  reduce  Medicaid  benefits,  describe  which 
benefits  you  will  reduce,  the  predicted  savings, 
and  so  on.   Please  do  this  for  each  of  the  next 
seven  years. 

(3)  Please  provide  the  percentage  of  Michigsm's 
Medicaid  population  that  is  currently  enrolled  in 
managed  care  and  the  amount  you  intend  to  enroll 
for  each  of  the  next  seven  years.   Also,  please 
provide  Michigan's  total  Medicaid  administrative 
operating  costs,  and  the  percentage  of  such  costs 
in  the  progreun' s  total  cost .   Provide  the  most 
recent  year,  auid  the  predicted  rates  for  the  next 
seven  years.   Also,  please  provide  Michigan's 
Medicaid  and  population  growth  rates  for  each  of 
the  past  10  years,  and  the  projected  growth  rates 
for  each  of  the  next  seven  years. 

(4)  In  an  April  4,  1995  report  on  Medicaid,  GAO  found 
that  for  many  states  a  1  percent  increase  in  the 
unemployment  rate  resulted  in  a  6  percent  increase 
in  Medicaid  spending  (as  more  people  lose  their 
jobs  and  thus  become  eligible) .   In  one  State  in 
1991,  for  example,  GAO  found  that  a  2.8  percent 
jump  in  unemployment  led  to  a  17.6  percent 
increase  in  Medicaid  expenditures  for  that  same 
year.   This  translated  into  a  $590  million 
increase  in  total  Medicaid  spending  for  that 
State.   Given  this  relationship  and  the  increased 
financial  risJc  Michigan  will  assume,  please 
provide  unemployment  figures  for  the  past  IS 
years.   Also  describe  Michigan's  contingency  pleui 
if  Michigam  faces  a  significant  economic  downturn 
or  a  sharp  increase  in  Medicaid-eligibles. 
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(5)  Please  provide  the  dlstribucional  fomtuia  your 
administration  understands  will  be  used  for 
determining  federal  contributions  to  Michigam 
under  the  proposed  Republican  plan.   If  you  do  not 
Icnow  the  formula  at  this  time,  explain  which 
factors  (such  as  population  increases,  decreases, 
or  previous  spending  rates)  should  be  considered 
in  this  formula.   What  formulas  would  you  consider 
fair?  What  formulas  would  you  consider  unfair? 
Under  a  block  grant,  which  base  year  do  you 
believe  is  appropriate  to  base  Michigan's  spending 
level?  Also,  provide  us  with  an  update  on 
Michigan's  participation  in  the  formula -designing 
process  (i.e.,  has  your  administration  been 
working  with  the  National  Governors  Association  or 
other  groups  to  generate  such  a  formula) . 

(6)  Please  detail  the  specific  areas  where  federal 
'micro -managing*  has  unnecessarily  cost  your  state 
money,  and  then  quemtify  those  costs  for  each  area 
identified.   Finally,  detail  emy  expected  savings 
that  will  result  from  removing  federal  involvement 
In  each  area  identified. 

(7)  Please  detail  which  federal  laws,  rules,  or 
regulations  currently  govern  Michigan' s  Medicaid 
program  for  which  there  are  no  overlapping  or 
corresponding  State  laws.   Also  describe  the 
predicted  result  of  removing  federal  oversight 
over  such  areas.   For  excunple,  it  is  my 
understanding  that  the  only  regulations  covering 
home  health  care  are  Federal  regulations.   If 
federal  involvement  under  a  block  grant  is 
removed,  who  will  provide  oversight  for  this 
service?   For  areas  where  there  is  only  federal 
regulation,  describe  whether  you  intend  to  back- 
fill such  areas  with  state  regulations,  and  the 
expected  time  taUales  for  such  actions. 

Although  the  record  for  the  hearing  at  which  you  testified 
closes  on  July  10,  1995,  I  have  requested  the  Subcommittee 
Chairman  extend  this  period  until  July  31,  1995,  to  accommodate 
your  response.   If  you  have  any  further  questions  on  this  matter, 
you  may  contact  either  Bridgett  Taylor  or  Christopher  Knauer  of 
my  staff  at  202-226-3400.   Your  cooperation  in  this  matter  is 
greatly  appreciated. 

^'-''siMerely , 

/// 


^^. 


JOHN  D.  DINGEIiL     ) 
RANKING  MEMBER 

The  Honorable  Michael  Bilirakis,  Chairman 
Subcommittee  on  Health  omd  the  Environment 

The  HonoreU3le  Henry  A.  Waxman,  Ranking  Member 
Subcommittee  on  Health  and  the  Environment 
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JOHN  ENGLER 
GOVERNOR 


S  I   V  I  h     Oh     Mil  HK.  \N 

Office  Of  '-e  o".ERNOH 

I.  \NSIN<; 


July  31, 1995 


T)ie  Honorable  John  D.  Dingell 
U.S.  House  of  Representatives 
Committee  on  Commerce 
2125  Raybum  House  Office  Building 
Washington.  DC.  20515 

Dear  Congressman  Dingell: 

I  am  replying  to  your  recent  letter  requesting  information  on  Michigan's 
Medicaid  program. 

As  you  are  well  aware,  the  Budget  Resolution  calls  for  balancing  the 
Federal  budget  by  FY  2002  and,  by  controlling  growth,  Medicaid  will  contribute 
$181  billion  in  savings  toward  the  balanced  budget.  Given  that  the  Budget 
Resolution  is  binding,  it  is  therefore  incumbent  on  all  of  us  to  determine  the  best 
way  to  reach  that  goal. 

Republicans  have  identified  a  block  grant  as  the  best  alternative.  If  you 
have  a  better  solution  to  reaching  the  savings  in  the  binding  Budget  Resolution,  I 
urge  you  to  forward  it 

With  regard  to  your  specific  questions: 

1. 1  reject  completely  the  conclusions  of  the  Urban  Institute's 
analysis.  This  report  presumes  a  "static*  model.  That  is,  the 
current  program  will  remain  largely  intact  and  that  the  states  will 
not  institute  any  policy  changes  to  ensure  coverage  for  low-income 
families  and  individuals.   In  fact,  this  premise  is  completely  false. 

2.  To  plan  for  the  implementation  of  a  Medicaid  Block  Grant,  a  100 
member  advisory  group  consisting  of  advocates,  consumers, 
providers,  and  many  others  has  been  convened  in  Michigan  to 
provide  advice  and  recommendations  for  a  new  Medicaid  program. 

It  should  be  noted  that  an  overwhelming  majority  of  the  members 
of  this  advisory  group  do  nsii  believe  that  the  current  Medicaid 
program  should  be  retained  as  it  is. 

The  work  of  this  advisory  group  and  the  development  of 
recommendations  regarding  benefits,  services,  administration, 
contingency  funds,  and  other  issues  is  still  xmderway. 

3.  Michigan  has  an  aggressive  effort  to  enroll  recipients  into 
managed  care  programs.    Approximately  86%  of  Medicaid 
recipients  eligible  for  managed  care  are  enrolled  in  such  a  plan. 
Adininistrative  costs  are  4.7%  in  Michigan. 

Over  the  past  several  years,  Medicaid  has  been  increasing  by  about 
10%  annually.  From  8%  of  the  State  general  fund  budget  in  FY 
1985,  Medicaid  now  consumes  20%  of  the  State  general  fund 


68 


budget.  This  rate  of  growth  is  not  sustainable,  especially 
considering  that  State  revenues  that  must  support  Medicaid  grow, 
on  average,  2.5%  annually.   Michigan  must  balance  its  budget 
annually,  something  Congress  has  only  recently  agreed  to  do. 

4.  See  #2  above. 

5.  The  American  Public  Welfare  Association,  under  the  leadership  of 
the  National  Association  of  State  Medicaid  Directors,  has 
recommended  that  the  initial  allocation  to  states  should  be  each 
state's  FY  1995  expenditures.  I  believe  this  is  a  fair  and  reasonable 
method  to  determine  initial  allocations.  I  will  continue  to  be 
involved  in  discussions  about  the  Medicaid  formula  with 
Governors  tmd  Members  of  Congress. 

6.  A  complete  list  of  all  areas  of  federal  micromanagement  is  too 
extensive  to  list  here. 

Examples  are: 

*  Front-line  workers  in  the  Department  of  Social  Services  must 
administer  24  different  Medicaid  categories.  The  complex 
rules  governing  eligibility  contribute  to  the  fact  that  these 
workers  spend  only  20%  of  their  time  in  direct  contact  with 
clients.  80%  of  their  time  is  devoted  to  paperwork  and 
processing  information. 

*  The  Boren  Amendment  costs  Michigan  taxpayers  over  $100 
million  annually. 

*  Between  1984  and  1993,  Congress  imposed  over  30  new 
Medicaid  mandates  on  states. 

7.  See  #2  above.  I  take  issue  with  the  entire  basis  of  your  question 
which  presumes  that  state  governments  are  unable  to  adequately 
provide  oversight 


Sincerely, 


.^r^ 


^^       John 
^r  Gove 


Engl 
Governo 


JE/scp. 
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iU^.  iUoust  o(  lAeprtsrntatmts 
Committee  on  (Commerce 

£oam  2123.  Kdpbum  houu  £X(ict  Suil&tng 
(CaaBhingion.  UC  20515-6U5 


tuZAatn*nj*u  OMicOM 


CMOGAMSU   «WA 


June   30,    1995 


The  Honorable  Jim  Edgar 

Governor 

Stace  of  Illinois 

State  Capitol 

Springfield,  Illinois   62706 

Dear  Governor  Edgar: 

Recently,  you  testified  before  the  Subconanittee  on  Health 
and  the  Environment  of  the  Committee  on  Commerce  on  Federal 
Medicaid  block  gr<mts  smd  how  they  would  affect  year  state.   At 
that  hearing  you  expressed  support  for  block  grants  because  you 
believed  they  would  allow  more  flexibility  in  your  State's 
Medicaid  program,  and  would  result  in  new  efficiencies  that  would 
ultimately  reduce  spending. 

As  you  know,  under  the  Republican  plan,  your  state's 
Medicaid  budget  would  be  capped  at  a  growth  rate  of  approximately 
4  over  the  next  seven  years.   Recent  figures  published  by  the 
Urban  Institute  for  the  Kaiser  Coinmission  suggest  that  under  such, 
a  cap  your  state's  Medicaid  budget  would  be  reduced  by  more  than 
$6.2  billion  for  the  1996-2002  time  period. 

The  implications  of  the  proposed  Republican  plan  for 
Medicaid  are  profound.   Under  the  plam,  your  State  would  be 
forced  to  accept  significant  spending  reductions,  and  assume 
additional  financial  risk  for  the  viability  of  the  program. 
Moreover,  it  is  clear  that  most  states  have  not  yet  examined  even 
the  most  basic  administrative  requirements  necessary  to  take   on 
these  additional  responsibilities. 

Given  the  magnitude  of  change  proposed  under  the  RepxibliccUi 
plan,  and  the  possible  consequences  for  your  state's  Medicaid 
program,  I  asked  unanimous  consent  at  the  June  8,  1995  hearing  to 
submit  additional  questions  to  the  witnesses  and  to  have  the 
record  kept  open  to  include  their  responses.   Pursuamt  to  that 
request,  please  provide  responses  to  the  following  questions  by 
July  8.  1995: 
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(1)  The  Urban  Institute's  analysis  shows  that  under 
the  Republican  plan,  your  state  could  be  forced  to 
cut  some  82,800  beneficiaries  in  the  year  2002 
alone.   That  analysis  further  shows  that  Federal 
spending  on  your  state's  Medicaid  program  would  be 
reduced  by  approximately  $6.2  billion  over  the 
next  seven  years.   Do  you  agree  with  the  figures 
in  the  Urbcm  Institute's  analysis?   If  not,  please 
provide  your  own  analysis  of  the  Republicsm  budget 
plan  and  how  it  will  affect  your  state's  Medicaid 
program.   Specifically,  how  would  am  average  4 
percent  federal  cap  in  the  growth  rate  for 
Medicaid  spending  (descending  to  a  2%  cap  by  2002) 
affect  (positively  or  negatively)  your  state's 
beneficiary  population?  Also,  provide  the 
source (s)  of  your  analysis.   If  you  have  not 
already  conducted  this  analysis  euid  disagree  with 
the  Urbcui  Institute's  numbers,  please  explain  your 
rationale  for  fully  evaluating  how  your  state's 
Medicaid  program  would  be  affected. 

(2)  How  do  you  intend  to  bridge  any  projected 
budgetary  reductions  under  the  Republican  plaui? 
If  you  intend  to  achieve  savings  through 
efficiencies,  please  describe  them.   How  much  will 
they  save?  For  example,  if  such  efficiencies 
include  enrolling  your  State's  Medicaid 
beneficiaries  in  managed  care,  what  savings  do  you 
expect  from  such  a  move?   If  you  intend  to  make 
improvements  in  State  Medicaid  administrative 
costs,  what  changes  do  you  anticipate,  aind  what 
savings  do  you  expect?   If  you  intend  to  cut 
beneficiaries,  please  report  which  groups  you 
intend  to  cut  cuid  the  expected  savings.   If  you 
intend  to  reduce  Medicaid  benefits,  describe  which 
benefits  you  will  reduce,  the  predicted  savings, 
and  so  on.   Please  do  this  for  each  of  the  next 
seven  years . 

(3)  Please  provide  the  percentage  of  your  state's 
Medicaid  population  that  is  currently  enrolled  in 
managed  care  cind  the  amoxint  you  intend  to  enroll 
for  each  of  the  next  seven  years.   Also,  please 
provide  your  State's  total  Medicaid  administrative 
operating  costs,  and  the  percentage  of  such  costs 
in  the  program' s  total  cost .   Provide  the  most 
recent  year,  and  the  predicted  rates  for  the  next 
seven  years.   Also,  please  provide  your  state's 
Mtsdicaid  and  population  growth  rates  for  each  of 
the  past  10  years,  and  the  projected  growth  rates 
for  each  of  the  next  seven  years. 

(4)  In  an-April  4,  J.995  report  on  Medicaid,  GAO  found 
that  for  many  states  a  l  percent  increase  in  the 
unemployment  rate  resulted  in  a  6  percent  increase 
in  Medicaid  spending  (as  more  people  lose  their 
jobs  and  thus  become  eligible) .   In  one  State  in 
1991,  for  example,  GAO  found  that  a  2.8  percent 
jump  in  unemployment  led  to  a  17.6  percent 
increase  in  Medicaid  expenditures  for  that  saime 
year.   This  trsmslated  into  a  $590  million 
increase  in  total  Medicaid  spending  for  that 
State.   Given  this  relationship  and  the  increased 
financial  rislc  your  State  will  assume,  please 
provide  unemployment  figures  for  the  past  15 
years.   Also  describe  your  state's  contingency 
plan  if  your  State  faces  a  significant  economic 
doumtum  or  a  sharp  increase  in  Medicaid- 
ellgibles. 
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(5)  Please  prcjvide  the  distributional  formula  your 
administration  understands  will  be  used  for 
determining  federal  contributions  to  your  State 
under  the  proposed  Republiczm  plan.   If  you  do  not 
know  the  formula  at  this  time,  explain  which 
factors  (such  as  population  increases,  decreases, 
or  previous  spending  rates)  should  be  considered 
in  this  formula.   What  formulas  would  you  consider 
fair?  What  formulas  would  you  consider  unfair? 
Under  a  block  grant,  which  base  year  do  you 
believe  is  appropriate  to  base  your  State's 
spending  level?  Also,  provide  us  with  an  update 
on  your  State's  participation  in  the  formula- 
designing  process  (i.e.,  has  your  administration 
been  working  with  the  National  Governors 
Association  or  other  groups  to  generate  such  a 
formula) . 

(6)  Please  detail  the  specific  areas  where  federal 
'micro -nieuiaging'  has  unnecessarily  cost  your  state 
money,  and  then  guomtify  those  costs  for  each  area 
identified.   Finally,  detail  any  expected  savings 
that  will  result  from  removing  federal  involvement 
in  each  area  identified. 

(7)  Please  detail  which  federal  laws,  rules,  or 
regulations  currently  govern  your  State's  Medicaid 
program  for  which  there  are  no  overlapping  or 
corresponding  State  laws.   Also  describe  the 
predicted  result  of  removing  federal  oversight 
over  such  areas.   For  example,  it  is  my 
understanding  that  the  only  regulations  covering 
home  health  care  are  Federal  regulations.   If 
federal  involvement  under  a  block  grant  is 
removed,  who  will  provide  oversight  for  this 
service?   For  areas  where  there  is  only  federal 
regulation,  describe  whether  you  intend  to  back- 
fill such  areas  with  state  regulations,  and  the 
expected  time  tables  for  such  actions. 

Although  the  record  for  the  hearing  at  which  you  testified 
closes  on  July  10,  1995,  I  have  requested  the  Subcommittee 
Chairman  extend  this  period  until  July  31,  1995,  to  accommodate 
your  response.   If  you  have  any  further  questions  on  this  matter, 
you  may  contact  either  Bridgett  Taylor  or  Christopher  Knauer  of 
my  staff  at  202-226-3400.   Your  cooperation  in  this  matter  is 
greatly  appreciated. 


JOHN  0.  DINGELL 
RANKING  MEMBER 

The  Honorable  Michael  Billrakis,  Chairman 
Subcommittee  on  Health  euid  the  Environment 

The  Honorable  Henry  A.  Waxman,  Ranking  Member 
Subcommittee  on  Health  and  the  Environment 
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fioom  2125.  Kjpdum  fijouac  CiUct  Builbing 
(EZIastiington.  QC  20315-6U3 

June    30,    1995 


CMAI^Ji  HOUOnOO  OCOMOM 


The  Honorable  Don  Sundquist 

Governor 

Scace  of  Tennessee 

State  Capitol 

Nashville,  Tennessee   37243 

Dear  Governor  Sundquist: 

Recently,  you  testified  before  the  Subconnnittee  on  Health 
and  the  Environnient  of  the  Committee  on  Conaiierce  on  Federal 
Medicaid  block  grants  and  how  they  would  affect  your  state.   At 
that  hearing  you  expressed  support  for  block  grants  because  you 
believed  they  would  allow  more  flexibility  in  your  State's 
Medicaid  program,  and  would  result  in  new  efficiencies  that  would 
ultimately  reduce  spending. 

As  you  know,  under  the  Republlcaui  plan,  your  state's 
Medicaid  budget  would  be  capped  at  a  growth  rate  of  approximately 
4  percent  over  the  next  seven  years.   Recent  figures  published  by 
the  Urbeui  Institute  for  the  Kaiser  Commission  suggest  that  under 
such  a  cap  your  state's  Medicaid  budget  would  be  reduced  by  more 
than  $5.2  billion  for  the  1996-2002  time  period. 

The  implications  of  the  proposed  Republican  plan  for 
Medicaid  are  profound.   Under  the  plan,  your  State  would  be 
forced  to  accept  significant  spending  reductions,  and  assume 
additional  financial  risk  for  the  viaibility  of  the  program. 
Moreover,  it  is  clear  that  moat  states  have  not  yet  examined  even 
the  most  basic  administrative  requirements  necessary  to  taJce  on 
these  additional  responsibilities. 

Given  the  magnitude  of  change  proposed  under  the  Republicaui 
plan,  and  the  possible  consequences  for  your  state's  Medicaid 
program,  I  asked  unanimous  consent  at  the  June  8,  1995  hearing  to 
submit  additional  questions  to  the  witnesses  and  to  have  the 
record  kept  open  to  include  their  responses.   Pursuemt  to  that 
request,  please  provide  responses  to  the  following  questions  by 
July  8,  1995: 

(1)   The  Urban  Institute's  analysis  shows  that  under 
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the  Republican  plan,  your  scace  could  be  forced  to 
cut  some  114,700  beneficiaries  in  the  year  2002 
alone.   That  analysis  further  shows  chat  Federal 
spending  on  your  state's  Medicaid  program  would  be 
reduced  by  approximately  $5.2  billion  over  the 
next  seven  years.   Do  you  agree  with  the  figures 
in  the  Urban  Institute's  analysis?   If  not,  please 
provide  your  own  analysis  of  the  Republican  budget 
plan  and  how  it  will  affect  your  state's  Medicaid 
program.   Specifically,  how  would  an  average  4 
percent  federal  cap  in  the  growth  rate  for 
Medicaid  spending  (descending  to  a  2%  cap  by  2002) 
affect  {positively  or  negatively)  your  state's 
beneficiary  population?  Also,  provide  the 
source (s)  of  your  analysis.   If  you  have  not 
already  conducted  this  einalysis  and  disagree  with 
the  Urbam  Institute's  numbers,  please  explain  your 
rationale  for  supporting  such  a  proposal  without 
fully  evaluating  how  your  state's  Medicaid  program 
would  be  affected. 

(2)  How  do  you  intend  to  bridge  any  projected 
budgetary  reductions  under  the  Reptiblicaui  pleui? 
If  you  intend  to  achieve  savings  through 
efficiencies,  please  describe  them.   How  much  will 
they  save?  For  example,  if  such  efficiencies 
include  enrolling  your  State's  Medicaid 
beneficiaries  in  mamaged  care,  what  savings  do  you 
expect  from  such  a  move?   If  you  intend  to  mzUce 
in?)rovements  in  State  Medicaid  administrative 
costs,  what  changes  do  you  anticipate,  and  what 
savings  do  you  expect?   If  you  intend  to  cut 
beneficiaries,  please  report  which  groups  you 
intend  to  cut  amd  the  expected  savings.   If  you 
intend  to  reduce  Medicaid  benefits,  describe  which 
benefits  you  will  reduce,  the  predicted  savings, 
and  so  on.   Please  do  this  for  each  of  the  next 
seven  years. 

(3)  Please  provide  the  percentage  of  your  state's 
Medicaid  population  that  is  currently  enrolled  in 
mauiaged  care  and  the  amount  you  intend  to  enroll 
for  each  of  the  next  seven  years.   Also,  please 
provide  your  State's  total  Medicaid  administrative 
operating  costs,  and  the  percentage  of  such  costs 
in  the  program's  total  cost.   Provide  the  most 
recent  year,  and  the  predicted  rates  for  the  next 
seven  years.   Also,  please  provide  your  state's 
Medicaid  euid  population  growth  rates  for  each  of 
the  past  10  years,  cuid  the  projected  growth  rates 
for  each  of  the  next  seven  years. 

(4)   In  an  April  4,  1995  report  on  Medicaid,  GAO  found 
that  for  many  states  a  1  percent  increase  in  the 
unemployment  rate  resulted  in  a  6  percent  increase 
in  Medicaid  spending  (as.  more  people  lose  their 
jobs  and  thus  become  eligible) .   In  one  State  in 
1991,  for  example,  GAO  found  that  a  2.8  percent 
jump  in  unemployment  led  to  a  17.6  percent 
increase  in  Medicaid  expenditures  for  that  same 
year.   This  translated  into  a  $590  million 
increase  in  total  Medicaid  spending  for  tnat 
State.   Given  this  relationship  and  the  increased 
financial  risk  your  State  will  assume,  please 
provide  unemployment  figures  for  the  past  15 
years.   Also  describe  your  state's  contingency 
plan  if  your  State  faces  a  significant  economic 
downturn  or  a  sharp  increase  in  Medicaid- 
eligibles. 
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(5)  Please  provide  the  distributional  formula  your 
administration  understands  will  be  used  for 
determining  federal  contributions  to  your  State 
under  the  proposed  Republican  plan.   If  you  do  not 
Icnow  the  formula  at  this  time,  explain  which 
factors  (such  as  population  increases,  decreases, 
or  previous  spending  rates)  should  be  considered 
in  this  formula.  What  formulas  would  you  consider 
fair?  What  formulas  would  you  consider  unfair? 
Under  a  block  grant,  which  base  year  do  you 
believe  is  appropriate  to  base  your  State's 
spending  level?   Also,  provide  us  with  an  update 
on  your  State's  participation  in  the  formula- 
designing  process  (i.e.,  has  your  administration 
been  working  with  the  National  Governors 
Association  or  other  groups  to  generate  such  a 
formula) . 

(6)  Please  detail  the  specific  areas  where  federal 
■micro -managing*  has  unnecessarily  cost  your  state 
money,  and  then  quantify  those  costs  for  each  area 
identified.   Finally^  detail  any  e:qpected  savings 
that  will  result  from  removing  federal  involvement 
in  each  area  identified. 

(7)  Please  detail  which  federal  laws,  rules,  or 
regulations  currently  govern  your  State's  Medicaid 
program  for  which  there  are  no  overlapping  or 
corresponding  State  la%ra.  Also  describe  the 
predicted  result  of  removing  federal  oversight 
over  such  areas.   For  example,  it  is  my 
understeuidlng  that  the  only  regulations  covering 
home  health  care  are  Federal  regulations.   If 
federal  involvement  under  a  bloc)c  grant  is 
removed,  who  will  provide  oversight  for  this 
service?   For  areas  where  there  is  only  federal 
regulation,  describe  whether  you  intend  to  bac)c- 
fill  such  areas  with  state  regulations,  and  the 
expected  time  tables  for  such  actions. 

Although  the  record  for  the  hearing  at  which  you  testified 
closes  on  July  10,  X995,  I  have  requested  the  Subcommittee 
Chairman  extend  this  period  until  July  31,  1995,  to  accommodate 
your  response.   If  you  have  any  further  questions  on  this  matter, 
you  may  contact  either  Bridgett  Taylor  or  Christopher  Knauer  of 
my  staff  at  2  02-226-3400.   Your  cooperation  in  this  matter  is 
greatly  appreciated. 


JOHN  D.  DINGELL 
RANKING  MEMBER 

The  HonoreUile  Michael  BlllrsUcis,  Chairman 
Subcommittee  on  Health  and  the  Environment 

The  Honorable  Henry  A.  Wauomui,  Ranking  Member 
Subcommittee  on  Health  euid  the  Environment 
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Committet  on  (Commerce 

Room  2123.  {vJPbum  bouBt  &((i;t  fiutlAing 
(Daashington.  QC  20315-6U5 


June   30,    1995 


CNMlUt  NOMMXW.  Of  OMOM 


The  HonorcQjle  Mike  Leavitt 

Governor 

State  of  Utah 

210  State  Capitol 

Salt  Lake  City,  Utah  84114 

Dear  Governor  Leavitt: 

Recently,  you  testified  before  the  Subcommittee  on  Health 
euid  the  Environment  of  the  Committee  on  Commerce  on  Federal 
Medicaid  block  grants  cuad  how  they  would  affect  your  state.   At 
that  hearing  you  expressed  support  for  block  grants  because  you 
believed  they  would  allow  more  flexibility  in  your  State's 
Medicaid  program,  and  would  result  in  new  efficiencies  that  would 
ultimately  reduce  spending. 

As  you  know,  under  the  Republican  plcm,  your  state's 
Medicaid  budget  would  be  capped  at  a  growth  rate  of  approximately 
4  percent  over  the  next  seven  years.   Recent  figures  published  by 
the  Urban  Institute  for  the  Kaiser  Commission  suggest  that  under 
such  a  cap  your  state's  Medicaid  budget  would  be  reduced  by  more 
them  $1  billion  for  the  1996-2002  time  period. 

The  implications  of  the  proposed  Republlcam  plem  for 
Medicaid  are  profound.   Under  the  plam,  your  State  would  be 
forced  to  accept  significant  spending  reductions,  and  assume 
additional  financial  risk  for  the  vieibllity  of  the  program. 
Moreover,  it  is  clear  that  most  states  have  not  yet  examined  even 
the  most  basic  administrative  requirements  necessary  to  taUce  on 
these  additional  responsibilities. 

Given  the  magnitude  of  change  proposed  under  the  Republican 
plan,  and  the  possible  consequences  for  your  state's  Medicaid 
program,  I  asked  unanimous  consent  at  the  June  8,  1995  hearing  to 
submit  additional  questions  to  the  witnesses  and  to  have  the 
record  kept  open  to  include  their  responses.   Pursuant  to  that 
request,  please  provide  responses  to  the  following  questions  by 
July  8,  1995: 
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(1)  The  Urban  Institute's  analysis  shows  that  under 
the  Republican  plan,  your  state  could  be  forced  to 
cut  some  30,500  beneficiaries  in  the  year  2002 
alone.   That  analysis  further  shows  that  Federal 
spending  on  your  state's  Medicaid  program  would  be 
reduced  by  approximately  $1  billion  over  the  next 
seven  years.   Do  you  agree  with  the  figures  in  the 
Urban  Institute's  analysis?   If  not,  please 
provide  your  own  amalysis  of  the  Republican  budget 
plan  and  how  it  will  affect  your  state's  Medicaid 
program.  Specifically,  how  would  am  average  4 
percent  federal  cap  in  the  growth  rate  for 
Medicaid  spending  (descending  to  a  2%  cap  by  2002) 
affect  (positively  or  negatively)  your  state's 
beneficiary  population?  Also,  provide  the 
source (s)  of  your  analysis.  If  you  have  not 
already  conducted  this  analysis  and  disagree  with 
the  Urban  Institute's  numbers,  please  explain  your 
rationale  for  supporting  such  a  proposal  without 
fully  evaluating  how  your  state's  Medicaid  program 
would  be  affected. 

(2)  How  do  you  intend  to  bridge  any  projected 
budgetary  reductions  under  the  Rep\iblican  plan? 
If  you  intend  to  achieve  savings  through 
efficiencies,  please  describe  them.   How  much  will 
they  save?  For  example,  if  such  efficiencies 
include  enrolling  your  State's  Medicaid 
beneficiaries  in  managed  care,  what  savings  do  you 
expect  from  such  a  move?  If  you  intend  to  malce 
improvements  in  State  Medicaid  administrative 
costs,  what  changes  do  you  anticipate,  and  what 
savings  do  you  expect?   If  you  intend  to  cut 
beneficiaries,  please  report  which  groups  you 
intend  to  cut  and  the  expected  savings.   If  you 
intend  to  reduce  Medicaid  benefits,  describe  which 
benefits  you  will  reduce,  the  predicted  savings, 
and  so  on.   Please  do  this  for  each  of  the  next 
seven  years. 

(3)  Please  provide  the  percentage  of  your  state's 
Medicaid  population  that  is  currently  enrolled  in 
mzmaged  care  and  the  amount  you  intend  to  enroll 
for  each  of  the  next  seven  years.   Also,  please 
provide  your  State's  total  Medicaid  administrative 
operating  costs,  ouid  the  percentage  of  such  costs 
in  the  program's  total  cost.   Provide  the  most 
recent  year,  cuid  the  predicted  rates  for  the  next 
seven  years.   Also,  please  provide  your  state's 
Medicaid  and  population  growth  rates  for  each  of 
the  past  10  years,  and  the  projected  growth  rates 
for  each  of  the  next  seven  years. 

(4)  In  an  April  4,  1995  report  on  Medicaid,  GAO  found 
that  for  many  states  a  1  percent  increase  in  the 
unemployment  rate  resulted  in  a  6  percent  increase 
in  Medicaid  spending  (as  more  people  lose  their 
jobs  and  thus  become  eligible) .   In  one  State  in 
1991,  for  example,  GAO  found  that  a  2.8  percent 
jump  in  unemployment  led  to  a  17.6  percent 
increase  in  Medicaid  expenditures  for  that  same 
year.   This  trsmslated  into  a  $590  million 
increase  in  total  Medicaid  spending  for  that 
State.   Given  this  relationship  and  the  increased 
financial  risic  your  State  will  assume,  please 
provide  unemployment  figures  for  the  past  IS 
years.   Also  describe  your  state's  contingency 
plan  if  your  State  faces  a  significant  economic 
downturn  or  a  sharp  increase  in  Medlcaid- 
eligibles. 
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(5)  Please  provide  the  distributional  formula  your 
administration  understsmda  will  be  used  for 
determining  federal  contributions  to  your  State 
under  the  proposed  Republican  plan.   If  you  do  not 
Icnow  the  formula  at  this  time,  explain  which 
factors  (such  as  population  increases,  decreases, 
or  previous  spending  rates)  should  be  considered 
in  this  formula.   What  formulas  would  you  consider 
fair?  What  formulas  would  you  consider  unfair? 
Under  a  block  grant,  which  base  year  do  you 
believe  is  appropriate  to  base  your  State's 
spending  level?   Also,  provide  us  with  an  update 
on  your  State's  participation  in  the  formula- 
designing  process  (i.e.,  has  your  administration 
been  working  with  the  National  Governors 
Association  or  other  groups  to  generate  such  a 
fonmila)  . 

(6)  Please  detail  the  specific  areas  where  federal 
"micro -managing"  has  unnecessarily  cost  your  state 
money,  and  then  quantify  those  costs  for  each  area 
identified.   Finally,  detail  any  expected  savings 
that  will  result  from  removing  federal  involvement 
in  each  area  identified. 

(7)  Please  detail  which  federal  laws,  rules,  or 
regulations  currently  govern  your  State's  Medicaid 
program  for  which  there  are  no  overlapping  or 
corresponding  State  laws.  Also  describe  the 
predicted  result  of  removing  federal  oversight 
over  such  areas.   For  example,  it  is  my 
understanding  that  the  only  regulations  covering 
home  health  care  are  Federal  regulations.   If 
federal  involvement  under  a  block  grant  is 
removed,  who  will  provide  oversight  for  this 
service?   For  areas  where  there  is  only  federal 
regulation,  describe  whether  you  intend  to  back- 
fill such  areas  with  state  regulations,  and  the 
expected  time  tables  for  such  actions. 

Although  the  record  for  the  hearing  at  which  you  testified 
closes  on  July  10,  1995,  I  have  requested  the  Subcommittee 
Chairmzui  extend  this  period  until  July  31,  1995,  to  accommodate 
your  response.   If  you  have  amy  further  questions  on  this  matter, 
you  may  contact  either  Bridgett  Taylor  or  Christopher  Knauer  of 
my  staff  at  202-226-3400.   Your  cooperation  in  this  matter  is 
greatly  appreciated. 


JOHN  D.  OZNGEIiL 
RANKING  MEMBER 

The  Honorable  Michael  BiliraUcis,  Chairman 
Subcommittee  on  Health  and  the  Environment 

The  HonoreOale  Henry  A.  Waxman,  Ranking  Member 
Subcommittee  on  Health  and  the  Environment 
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July  28.  1995 


The  Honorable  John  0.  Dingeil 

U.S.  House  of  Representatives 

Committee  on  Commerce 

Room  2125.  Raybum  House  OfTice  Building 

Washington,  D.C.  20515-6115 

Dear  Representative  Oingell: 

Thank  you  for  the  opportunity  to  answer  additional  questions  regarding  the  impact  of 
the  Republican  plan  on  Florida's  Medicaid  program    t  have  attached  detailed 
responses  to  the  seven  questions  that  were  forwarded  to  me. 

As  my  rcisponses  make  dear,  the  Republican  plan  would  devastate  Florida's  Medicaid 
program.  The  loss  of  at  least  S8. 1  billion  in  federal  funds  would  necessitate  deep  cuts 
In  state  programs  by  the  Legislature.  Rorida  already  provides  fewer  coverages  and 
pays  it  providers  less  than  most  Medicaid  programs.  The  Republican  proposal  will 
force  even  greater  reductions  in  coverages  and  services.  We  cannot  tolerate  this. 

I  hope  that  this  information  fully  answers  your  questions.  Please  feel  free  to  contact  me 
if  additional  information  is  required.  And  thank  you  once  again  for  allowing  me  to  detail 
how  Florida  will  be  adversely  affected  by  the  Republican  plan 

With  kind  regards,  I  am 

Sincerely 


LC/msc/wc 
attachments 


<au/c 

LAWTON  CHILES 
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(1)        The.  Urban  Jnstiiue's  analysis  shows  that  under  the  Republican  plan.  Florida  could  br 
forced  to  cut  some  432.000  beneflcianes  in  the  year  2002  ulone.   That  analysis  fiirther 
shows  that  Federal  spending  on  Florida 's  Medlcaul  program  would  be  reduced  by 
approximately  $9.8  billion  over  the  next  seven  years.   Do  you  agree  with  the  figures  in 
the  Urban  Institute 's  analysis?  If  not,  please  provide  your  own  analysis  of  the 
Republican  budget  plan  and  how  it  will  affea  your  state 's  Medicaid  program. 
Specifically,  how  would  an  average  4  percent  federal  cap  in  the  growth  rate  for 
Medicaid  spentiing  (descending  to  a  2%  cap  by  2002)  affea  (positively  or  negatively) 
Florida 's  beneficiary  population.  Also,  provide  the  source(s)  of  your  analysis.  If  you 
have  not  already  conduaed  this  tmatysis  and  disagree  with  the  Urban  Institute 's 
numbers,  please  explain  your  rationale  for  supporting  such  a  proposal  without  fidly 
evaluating  how  Florida's  program  would  be  affectetL 

Based  on  the  concurrent  budget  resolution  which  establishes  FY  1994-9S  as  the  base  year  for 
the  Medicaid  block  grant  and  allows  each  state's  Medicaid  expenditures  to  grow  by  7.2  percent 
in  the  first  year,  6,8  percent  in  the  second  year  and  4  percent  for  the  remaining  five  years. 
Florida  Medicaid  estimates  the  cumulative  loss  over  the  seven  state  fiscal  yean  to  be  aboiit 
$8. 1  billion.  By  comparison,  the  Urban  Institute's  estimate  of  federal  funding  reduction*  in 
Florida  is  S9.8  billion.  The  Urban  Institute  estimate  is  based  on  the  House  Budget  Resolutioi, 
which  reduces  the  federal  spending  cap  quicker  than  the  concurrent  budget  resolution. 

A  four  percent  federal  cap  on  Medicaid  spending  increases,  beginning  in  the  first  year  of  the 
block  grant  and  descending  to  a  two  percent  cap  by  2002,  would  further  reduce  federal  funding 
for  Florida's  Medicaid  program  by  ^.3  billion  over  the  seven-year  period,  increasing  the 
federal  funding  reduction  to  $11.38  billion. 

A  federal  funding  reduction  of  this  magnitude  would  reduce  the  number  of  unduplicated 
Medicaid  recipients  by  371,1 18  by  state  fiscal  year  2001-02,  even  assuming  that  we  are  able  to 
hold  cost  per  person  to  199S-96  levels  by  reducing  benefits,  reimbursement  and  any  savings 
that  W8  may  realixs. 


Projected  Costs  Assuming  a  12  percent  Rate 
of  Growth  in  SFY  2001-02 

$13,243,386,464 

Averace  Cost  Per  Person  in  the  Year  2002 

S5.628 

Estimated  Beneficiaries  in  Year  2002 

2.353.124 

Projected  Progiiun  Costs  under  Block  Grant 
Proposal  in  Year  2002 

$8,548,867,891 

Estimated  Beneficiaries  in  Year  2002  Program 
Could  Afford  under  Block  Grant 

2,035,929 

Unduplicated  Recipients 

371,118 

Estimated  Cut  in  Enrollment 

(Including  the  Reduction  of  Services  and  tlic  Implementation  of 

317,195 

(2)       How  do  you  intend  to  bridge  any  projected  budgetary  reductions  under  the  Republican 
plan?  If  you  intend  to  achieve  savings  through  efficiencies,  please  describe  them.   How 
mttch  wilt  they  save?  For  example,  if  such  efficiencies  incltule  enrolling  Florida's 
Medicaid  beneficiaries  in  managed  care,  what  savings  do  you  expect?  If  you  inteiui  to 
cut  beneficiaries,  please  report  which  groups  you  intend  to  cut  and  the  expected 
savings.  If  you  intend  to  reduce  Medicaid  benefits,  tiescribe  which  beni0ts  you  wilt 
reduce,  the  predicted  savings,  and  so  on.   Please  do  this  for  eatA  of  the  next  seven 
years. 
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Florida  ranks  44th  in  the  nation  in  Medicaid  cost  per  recipient.  Florida  Medicaid  provides 
fewer  coverages  and  pays  its  providers  less  than  most  otiier  stale  Medicaid  programs.  But 
under  the  Republican  proposal,  Florida  will  be  required  to  further  reduce  eligibility  coverages, 
decrease  services,  cliniinate  services,  decrease  provider  payment  levels,  and  increase  recipient' 
cost  sharing,  Florida's  Medicaid  cost  per  enrollee  is  $2,368  and  is  one  of  the  lowest  in  the 
nation,  therefore,  these  reductions  would  further  prevent  Florida  from  increasing  the  cost  per 
enrollee  and  penalize  states  like  Florida  who  have  been  efficient  in  the  administration  of  their 
Medicaid  program.   Florida  Medicaid  has  already  enrolled  over  605,000  recipients  in  managed 
care  programs,  approximately  38  percent  of  the  total  caseload.  About  413,000  recipients  are 
enrolled  in  HMOs  and  192.000  recipients  arc  enrolled  In  MediPass,  Florida's  primary  care 
case  management  system.  Any  combination  of  these  program  cuU  will  have  a  devastating 
impact  on  all  Floridians  and  will  result  in  a  major  cost-shift  to  our  government  and  taxpayen. 

Florida  has  not  yet  developed  proposals  of  how  the  state  would  adjust  to  the  loss  of  $8. 1 
billion  in  federal  funds.   Program  reductions  would  have  to  be  enacted  by  the  Florida 
Legislature. 


(3)       Please  provide  the  percentage  of  Florida 's  Medicaid  population  that  is  cunrntfy 
enrolled  in  managed  care  and  the  amount  you  intend  to  enroll  for  each  of  the  next 
seven  years.   Also,  please  provide  Florida 's  total  Medicaid  administrative  operating 
costs,  and  the  percentage  of  such  costs  In  the  program 's  total  cost.   Provide  the  most 
recent  year,  and  the  prediaed  rates  for  the  next  seven  years.  Also,  please  provide 
Florida 's  Medicaid  and  population  growth  rates  for  each  of  the  past  10  years,  and  the 
projected  growth  rates  for  each  of  the  next  seven  years. 


See  response  to  question  4  for  historical  Medicaid  and  population  growth  for  the  past  10  years. 


F1uri(Li'«  Medicaid  Munaced  Can  Pmcram  and  Stute  Fopulaiinn  Estimntts  From  FY  I99S  To  FY  200O     1 

FY  1994-9  J 

fT1995-96        FY  1996-97       FY  1997-98 

FY  1998-99 

FY  1999-00 

STATE 
POPULATION 

14.244.900 

14.516,500 

14.786.200 

14.15.057.100 

15.326,400 

15,594.100 

GROWTH 
RATES 

2.1% 

1.9» 

1.9» 

I.8« 

1.8% 

1.7% 

MEDICAID 
CASELOAD 

1.381.631 

1.612.293 

1.687,646 

1,765.823 

1.846,990 

1,931  JIB 

GROWTH 
RATES 

!.9ft 

4.7  » 

4.6% 

4.6% 

4.6% 

PERCENT 
ENROLLED  IN 
MANAGED 
CARE 

38.27* 

70.00% 

80.00% 

93.00% 

93,00% 

93.00% 

HMO 

413.534 

770,969 

449.994 

546.679 

571,994 

598.110 

MEDIPASS 

191.829 

357.636 

900.123 

1.095,536 

1,145,707 

1.198,016 

MANAGED 
CARE 

602.363 

1.128.605 

1.350.117 

1.«2.215 

1,717,701 

1.796,126 

NoU:  Inwliwioiiil  dieatt  we  doi  <oucipiiad  to  be  in  lunaccd  care(i.e.  nuning  bone,  etc) 
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norida'i  Medicaid  Pnemn  Administraliv*  Cosu  (in 

hilltonsl 

FYM.WIFY94-95 

Fy954« 

ty  96-97 

FY  97-98 

FY  98-99 

FY  99^ 

FY  00-01 

FV  01-02 

ADM04IST 
RATION 

0.146 

0.144 

O.IS 

0.1S6 

0.162 

0.168 

0.175 

0.18 

0.189 

MEDICAL 
SERVICES 

S.2IZ 

S.824 

6.709 

7.514 

8.416 

9.426 

10.557 

11.8 

13.243 

TOTAL 

5.358 

5.968 

6.SS9 

7.67 

8.578 

9.S94| 

10.732 

11. 9S 

13.432 

AUMINIST 
RATION  AS 
A 

PERCENT 
OF  TOTAL 

2.72« 

2.41% 

ri9» 

2.03% 

1.89% 

1.7S« 

1.63X 

1.50» 

1.41% 

NcHB.:  FFY  1993-94  -  Aelu«l  HCFA  64  Report 

FFY  1994-95  -  Thttc  quarten  Acftul»  -  Sinifht  -liiuxl 

FFY  1995-96  •  on  Mrvicas  form  duit 


(4)       In  an  April  4,  1995  report  on  Medicaid,  GAO  found  that  for  many  states  a  I  peraru 
irxrease  in  the  unemploymerv  rate  resulted  in  a  6  percent  increase  in  Medicaid 
spending  (as  more  people  lose  their  jobs  and  thus  became  eligible).    In  one  state  in 
1991,  for  example.  GAO  found  that  a  2.8  percent  jump  in  unemplaymem  led  to  a  17.6 
percent  increase  in  Medicaid  expenditures  fur  iheu  same  year.    Tills  translated  into  a 
$590  million  increase  in  loud  Medicaid  spending  for  that  State.   Given  this  relationxhip 
and  the  increased  financial  risk  Florida  will  assume,  please  provide  unemployment 
figures  for  the  past  15  years.  Also,  describe  Florida 's  continnency  plan  \f  Florida  faces 
a  significant  economic  downturn  or  a  shaq>  increase  in  Medicaid  eligibles. 


State  of  Florida  Current  Population  Survey  Annual  Averases                           1 

Fiscal 
Year 

I\jpiiUtian 
EstimaIcK 

Population 
Growlb 

L'nemplnjrnioiit 

Unonpioymcni 
Kale 

Medicaid 
Exoenditures 

Medicaid 
Clieiblc!! 

1980 

9.845.140 

251.000 

5.9% 

458.719 

1981 

10,217.200 

3.8« 

308.000 

6.8% 

498,343 

1982 

10.490.900 

2.7* 

388.000 

8.2% 

505.601 

1983 

10,751.400 

2.5  » 

424,000 

8.6% 

488.376 

1984 

11,067.300 

2.9* 

325,000 

6.3% 

795.222.668 

496,229 

1985 

1 1 ,404.900 

3.1* 

320,000 

6.0% 

913.687.253 

494,118 

1986 

1 1 ,740,800 

2.9% 

320,000 

5.7% 

1.034,864.496 

513.449 

1987 

12,082.600 

2.9% 

312.000 

5.3% 

1.212.448.111 

546.598 

1988 

12,409,600 

2.7% 

304.000 

5.0% 

1,512,234,584 

592.894 

1989 

12,724.500 

2.5% 

348.000 

5.6% 

1,946.681,608 

655,744 

1990 

13,004.700 

2.2% 

383.000 

5.9% 

2,495.994,505 

762.223 

1991 

13,250.200 

1.9% 

473,000 

7.3% 

3,174,477,439 

922.038 

1992 

13,452,800 

1.5% 

535.000 

8.2% 

3,986,462,474 

1.176,350 

1993 

13,673,600 

1.6% 

463,000 

7.0% 

4,852,425,216 

1, 478. 393 

1994 

13.955.300 

2.1% 

448,000 

6.6% 

5,889,171,821 

1,602.660 

Florida  is  subject  to  increases  in  AFDC  during  a  recession.  Any 
increues  in  unonployment  rates,  and  corresponding  increases  in 
require  further  reductions  in  eligibility  and/or  service  coverages. 


economic  downturns, 
Medicaid  eligibles  would 


(5)       Please  provide  the  distributional  formula  your  administration  understands  will  be  used 
for  determining  federal  contributions  to  Florida  under  the  proposed  Republican  plan. 
If  you  do  not  know  theformtda  at  this  time,  explain  which  faaors  (such  as  population 
Increases,  decreases,  or  previous  spending  rates)  should  be  considered  in  this  formula. 
What  formulas  would  you  consider  fair?  Whatfarmulas  would  you  consider  unfair? 
Under  a  block  grant,  which  base  year  do  you  believe  is  appropriate  to  base  Florida's 
spending  level?  Also,  provide  m  with  an  update  on  Florida's  participation  in  the 
formula-designing  process  (i.e. ,  has  your  administratu>n  been  working  with  the 
National  Governors  Association  or  other  groups  to  generate  such  a  formula). 
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An  allocation  formula  that  allocates  federal  Medicaid  funding  to  the  states  under  a  uniform 
growth  cap  would  be  inequitable  for  high  growth  states  or  sutes  with  disproportionately  high 
elder,  poverty,  and  uninsured  populations  and  lower  revenue  raising  capabilities.  Also,  the 
uniform  cap  will  be  inequitable  for  states  that  already  have  implemented  managed  care  because 
their  base  is  understated.  In  addition,  no  distribution  formula  should  be  applied  to  states  with 
waivers,  These  states  should  be  allowed  to  grow  based  upon  the  rates  of  increase  specified 
within  the  contract  with  the  federal  government. 

If  a  Medicaid  block  grant  is  enacted,  the  distributional  formula  must  account  for  differences  in 
the  aged,  blind  and  disabled  population  and  the  percent  of  people  below  poveny.  Tliese  two 
factors  could  be  weighted  as  follows;  Aged,  Blind  and  Disabled  population  (60%)  and 
percentage  of  state  population  with  incomes  below  Uie  federal  poverty  level  (40%). 


(6)       Please  detail  the  specified  areas  where  federal  "micro-managing  "  has  unnecessarily 
cost  your  state  money,  and  then  quantify  those  costs  for  each  area  identified.   Finally, 
detail  any  expeaed  savings  that  will  result  from  removing  federal  involvement  in  each 
area  identified. 

The  following  federal  statutes/regulations  are  examples  of  federal  micromanagement  that  have 
increased  state  and  federal  Medicaid  costs  without  increasing  access  or  the  quality  of  care: 

•  Categorical  eligibility  restrictions 

•  HMO  commercial  enrollment  requirements 

•  191S(b)  waiver  two-year  renewal  cycle 

•  Boren  Amendment 

•  OBRA  '90  mandated  drug  coverage  for  manufacturers  agreeing  to  rebates 

•  Prohibition  of  the  substitution  of  full  state  Medicaid  benefits  in  lieu  of  coverage  of  dual 
eligibles'  Medicare  premiums,  deductibles,  and  coinsurance  benefits 

•  Medicaid  audit  and  disallowance  policies 

•  Program  documentation  requirements 

•  191S(b)  and  home  and  community-based  waivers  (allow  states  to  establish  as  optional 
services  rather  than  requiring  waivers) 

•  Cost-shaiing  limitations 


(7)       Please  detail  which  federal  laws,  rules,  or  regulations  curremty  govern  Florida's 
Medicaid  program  for  which  there  are  no  overlapping  or  corresponding  state  laws. 
Also  describe  the  predicted  result  of  removing  federal  oversight  over  such  areas.  For 
example,  it  is  my  understanding  that  the  only  regulations  covering  home  health  care  are 
Federal  regulations.   If  federal  Involvement  under  a  block  grant  is  removed,  who  will 
provide  oversight  for  this  service?  For  areas  where  there  is  only  federal  regulation, 
describe  whether  you  intend  to  back-fill  such  areas  with  state  regulations,  and  the 
expeaed  time  tables  for  such  actions. 

State  law  specifies  Medicaid  program  eligibility  and  service  coverages,  recipient  cost  sharing 
limitations,  Medicaid  prepaid  plan  requirements,  fraud  and  abuse  program  requirements,  and 
other  essential  program  features.  State  law  does  not  generally  specify  provider 
reimbursement,  program  documentation,  and  other  eligibility,  service,  and  administrative 
details  that  are  generally  contained  in  federal  statutes  and  regulations.  State  rules  address  these 
issues.   The  states,  however,  are  fully  capable  of  adopting  state  regulations  and  policies  to 
govern  ail  aspects  of  their  programs.  Typically,  it  would  require  legislative  action  and  take  a 
minimum  of  one  year  to  implement  the  repeal  of  such  regulations. 
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STATE  OF  TENNESSEE 


Julv  14.  1995 


Don  Sundquist 
Governor 


The  Honorable  John  D.  Dingell.  M.C.  •.  '—     -- 

U.S.  House  of  Representatives  r'"-'_^     '^ 

Committee  on  Commerce  '__^.  \    ^; 

Room  2125,  Raybum  House  Office  Building  '^ -^     ^ 

Washington,  D.C.  20515  '.?.'C     ro 

Dear  John: 

I  thank  you  for  writing  me  regarding  my  recent  testimony  on  the  Medicaid  block  grant 
being  examined  by  the  Committee  on  Commerce.  It  was  good  to  see  you  and  a  number  of  my 
former  colleagues  and  to  let  you  know  about  our  experience  with  Medicaid  issues  in  Tennessee 
and  the  Section  1115  waiver  under  which  we  operate  the  TennCare  program. 

While  I  understand  from  the  tenor  of  your  questions  that  you  take  issue  with  some  aspects 
of  the  majority  plan  for  Medicaid  reform,  I  wish  to  stand  on  my  testimony  and  to  reiterate  that 
Tennessee  has  the  answer  to  its  Medicaid  issues. 

TTie  General  Accounting  Office  has  identified  Tennessee  as  the  ONLY  state  with  a 
budget  neutral  waiver.  During  the  fiscal  year  just  ended,  we  operated  the  TennCare  program  at  a 
cost  of  almost  one  billion  dollars  less  -  that's  25  per  cent  less  -  than  the  old  Medicaid  program 
would  have  cost,  while  expanding  the  population  served  by  50  per  cent.  That's  a  direct  savings 
in  federal  funds  alone  of  more  than  $650  million  in  one  year.  And,  while  serving  the  800,000 
Tennesseans  formerly  under  the  old  Medicaid  program,  we  also  added  400,000  working  poor 
who  formerly  had  no  insurance. 

Among  al!  states,  Tcnr.esscv;  l-.aj  the  highest  pcrccr.tase  of  citizens  'vith  health  insurance  - 
at  about  95  percent.  We  can  continue  to  operate  such  a  program  under  the  majority's  block  grant 
plan  and  are  committed  to  doing  that.  We  support  continued  recognition  of  the  existing  waivers, 
such  as  TennCare,  until  their  expiration.  We  support  the  capping  of  the  program  at  reasonable 
levels  which  recognize  the  planned,  controlled  growth  which  we  have  allowed  in  Tennessee. 

It  was  good  to  hear  from  you  again. 

Sincerely, 


C^ 


Don  Sundquist 


SUte  Capitol.  NashvUle.  Tennessee  37243-0001 
Telephone  No.  (615)  741-2001 
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Mr,  BILIRAKIS.  These  gentlemen  I  understand  have  to  leave  ap- 
proximately at  noon.  We  are  going  to  have  to  hold  to  that  5-minute 
rule. 

So  Mr.  Upton. 

Mr.  Upton.  Well  thank  you,  Mr.  Chairman,  and  I  will  try  to  keep 
my  questions  limited  to  5  minutes. 

Governor  Engler,  I  think  you  were  correct  when  you  started  be- 
ginning to  talk  about  the  increase  in  Medicaid.  The  number  I  have 
for  the  budget  resolution  that  passed  the  House  several  weeks  ago. 
and  I  do  expect  that  the  change  in  the  number  probably  to  get 
higher,  because  in  1995,  we  are  spending  almost  $90  billion  in 
Medicaid  from  the  Federal  perspective.  By  the  year  2002  that  $90- 
billion,  in  fact,  grows  to  $125  billion. 

JWhat  I  hear  from  Governors  like  yourself  is  that  if  we  can  in  fact 
block  grant  these  dollars  to  the  States  and  by  making  some 
changes,  whether  it  is  repealing  the  Boren  amendment,  as  Gov- 
ernor Edgar  suggested,  in  fact,  you  can  live  within  that  framework 
as  long  as  you  have  the  flexibility. 

I  wanted  to  focus  a  little  bit  on  the  Boren  amendment  itself.  You 
indicated  in  your  testimony,  I  believe,  that  the  Boren  amendment 
required  you  to  reimburse  nursing  homes  not  at  the  $35  per  pa- 
tient, per  day  rate  that  you  had  earlier,  but  in  fact  increase  that 
to  $57  per  patient,  per  day.  What  is  the  cost  for  that  change  under 
the  Boren  amendment  in  terms  of  what  the  State  of  Michigan  had 
to  do? 

Mr.  Engler.  Total  spending  budget  of  the  Boren  amendment, 
about  $238  million  more  Statewide  $105  million  of  that  covered  by 
the  State;  $133  million  of  it  covered  by  the  Federal  Government. 

Mr.  Upton.  Am  I  correct  in  that  you  are  stating  that  Michigan 
would  be  a  State  that  would  be  certainly  willing  to  live  under  a 
block  grant  scenario  knowing  in  fact  the  dollars  are  going  up  and 
not  going  down? 

Mr.  Engler.  One  scenario  that  I  saw.  Congressman,  was  that 
under  the  House  Budget  Resolution,  you  could  possibly  have  cap 
growth  that  might  be  8  percent  in  year  1,  maybe  5.5  percent  in 
year  2,  and  then  4  percent  after  that.  The  Senate  number  is  a  little 
bit  different. 

In  contrast,  I  mean,  we  have  got  private  health  care  organiza- 1 
tions  today  that,  in  some  cases,  are  rebating  back,  cutting  their 
costs,  are  lower  than  zero.  I  mean,  they  are  rebating.  We  have  oth- 
ers that  held  to  1,  2  and  3  percent.  Maybe  there  is  an  assumption 
in  Washington  that  because  it  is  a  public  program,  it  always  has 
to  grow  at  some  factor  of  X  plus  2  or  3  or  more  percent  than  pri- 
vate sector  comparable  plans. 

I  would  argue,  though,  just  to  emphasize  the  point  that  you  have 
to  give  us  all  the  flexibility.  We  can't  get  there  if  you  say,  well,  let's 
keep  a  part  of  the  Boren  amendment  or  a  part  of  the  OBRA  re- 
quirements, or  as  Congressman  Waxman  asked  earlier,  to  address  ^ 
that  we  ought  to  cover — he  suggested  we  ought  to  cover  disabled,  ' 
children,  families.  I  don't  mind  being  told  we  ought  to  cover.  I  sus- 
pect if  it  got  written  down  by  a  staff,  it  might  say  we  shall  do  this 
and  there  might  not  be  flexibility  and  we  might  have  HCFA  help- 
ing us  run  the  program.  That  won't  work. 


85 

Mr.  Upton.  We  heard  from  Gk)vemor  Sundquist  who,  unfortu- 
nately, had  to  leave,  and  he  was  talking  about  his  1115  waiver  pro- 
gram, and  I  see  the  material  that  a  number  of  my  colleagues  have 
brought  in  terms  of  what  it  requires  to  get  an  1115  program.  It  is 
my  understanding  that  States  are  using  that  as  a  laboratory  to  im- 
prove their  type  of  system,  I  don't  believe  that  Michigan  has  moved 
toward  that  seeking  such  a  waiver?  And  I  wonder  if  I  might  ask 
what  plans  Michigan  may  have  with  regard  to  that  and  if  they  are 
not  planning  to  seek  such,  why,  other  than  the  stack  of  paper. 

Mr.  Engler.  We  already  have  82  percent  of  our  Medicaid  popu- 
lation currently  in  managed  care  under  the  way  we  are  running 
the  program,  so  we  are  in  fine  shape. 

Mr.  Upton.  So  you  don't  expect  Michigan  to  proceed  on  that  at 
all? 

Mr.  Engler.  I  think  we  are  sort  of  beyond  that  point.  Different 
States  are  at  different  stages,  but  every  time  somebody  wants  to 
change  something,  Grovemor  Chiles  has  got  an  idea,  any  one  of  the 
Governors,  we  all  have  got  this  paperwork.  This  will  go  away  and 
who  else  ought  to  go  away  are  the  bureaucrats  who  are  the  receiv- 
ing end  of  this  paper. 

Mr.  Upton.  I  have  had  a  number  of  groups  come  to  my  office 
during  the  discussion  of  Medicaid  reform  seeking  a  certain  percent- 
age of  money  to  protect  "vulnerable  populations"  whether  it  be 
women,  infants,  children,  elderly,  mentally  ill,  do  you  think  that  is 
something  we  ought  to  take  a  serious  look  at  or  should  we  not  do 
that  at  all  and  allow  the  States  to  have  the  flexibility? 

Mr.  Engler.  You  should  not  do  that  at  all.  You  should  refer  to 
places  like  Sacramento,  Tallahassee,  and  Lansing.  There  are  great 
places  to  visit  and  they  can  be  heard  there. 

Mr.  Upton.  Thank  you  very  much. 

Mr.  BILIRAKIS.  Mr.  Wyden. 

Mr,  Wyden.  Thank  you,  Mr.  Chairman. 

I  am  troubled  by  many  features  of  the  Republican  plan.  I  think 
it  is  really  cut  first,  and  ask  questions  later.  But  I  know  that  the 
Governors  on  this  side  of  the  table  would  take  exception  to  that 
characterization . 

But  what  I  think  is  especially  distressing  is  we  are  headed  for 
a  monumental  battle  royal  over  this  distribution  of  Federal  funds, 
and  it  seems  to  me  that  the  core  of  making  a  block  grant  proposal 
work  is  the  fair  distribution  of  Federal  funds,  and  as  far  as  I  can 
tell,  the  Governors  don't  agree  on  what  would  be  a  fair  distribution 
of  Federal  funds. 

Does  the  National  Governors  Association  have  a  position  at  this 
point  as  to  what  would  constitute  a  fair  distribution  of  Federal 
funds  so  we  can  begin  to  debate  this  in  a  thoughtful  way  rather 
than  just  prepare  for  a  bloodbath  where  the  poor  get  hurt? 

Mr.  Edgar,  First,  I  don't  think  anyone  could  properly  say  we  all 
think  the  current  distribution  formula  is  good. 

Mr.  Wyden.  Does  the  National  Governors  Association  have  a  po- 
sition? 

Mr.  Edgar.  That  is  part  of  the  discussion  going  on  right  now. 
But  again,  I  would  argue  as  a  State  that  gets  one  of  the  smallest 
amounts  of  match  back  from  the  Federal  Government  for  Medicaid, 
I  am  not  crazy  about  the  current  formula. 
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I  appreciate  Governor  Chiles'  concern  about  a  growth  State  and 
how  that  might  be  in  the  future.  I  don't  think  there  is  any  doubt 
that  is  an  issue  that  is  going  to  be  a  thorny  issue. 

I  think  that  is  a  separate  issue  than  talking  about  flexibility. 
There  are  a  variety  of  issues  you  need  to  deal  with  when  you  look 
at  Medicaid. 

We  are  in  the  process  of  trjdng  to  reach  some  consensus,  but  I 
think  ours  would  be  very  similar  to  what  you  might  reach  because 
you  represent  the  various  States  and  some  might  feel  that  they 
ought  to  get  more  than  others.  Again,  I  would  go  back,  I  don't  think 
we  ought  to  lose  sight — I  think  we  all  pretty  well  agree  we  need 
to  be  given  the  flexibility  no  matter  what  the  formula  is. 

Mr.  Engler.  I  might  just  add  that  everybody  has  set  their  cur- 
rent amount  of  distribution,  if  you  will,  because  we  have  the  oppor- 
tunity to  set  our  program  in  terms  of  the  scope  of  benefits  and  the 
amount  of  spending.  You  currently  match  that. 

So  I  felt  that  the  fair  starting  point  is  to  take  people  where  we 
find  them.  I  would  certainly  disagree  with  some  of  the  congres- 
sional decisions  which  reflect  the  lack  of  a  consensus  in  Congress 
on  a  fair  funding  formula.  I  mean,  what  you  have  cobbled  together 
over  the  years  is  anj^hing  but  fair,  but  it  is  what  we  have,  so  my 
rationale  simply  is  to  take  people  where  you  find  them  and  let's  go 
forward  from  there.  And  they  are  there,  because  that  is  where  they 
chose  to  be. 

Mr.  Chiles.  That  is  a  good  rationale  of  somebody  who  finds  him- 
self in  a  pretty  good  place  at  the  time, 

Mr.  Wyden.  You  know,  I  just  think  that  this  is  all  fine  in  theory 
and  maybe  people  are  going  to  hustle  in  the  next  few  months  to 
change  to  get  ready  for  it.  But  what  is  going  to  happen  is  these  de- 
cisions are  going  to  be  made  on  raw  political  power.  And  who  has 
got  the  clout  is  going  to  be  more  important  than  the  needs  of  the 
poor,  and  in  my  State,  for  example.  Governor  Engler,  we  made  the 
most  gutsy  decisions  in  America  about  the  nature  of  health  care. 

We  have  been  the  only  State  that  has  been  willing  to  make  some 
tough  calls  about  priorities.  And  under  what  you  all  are  talking 
about,  it  seems  to  me,  we  are  going  to  get  hurt  pretty  bad,  and  it 
just  really  makes  this  member  especially  distressed  that  all  of  you 
will  talk  about  theory,  which  is  great,  and  I  am  anxious  to  do  it, 
but  when  it  comes  to  working  with  us  to  devise  a  fair  formula  dis- 
tribution plan,  everybody  says,  well,  we  don't  much  like  today's  sys- 
tem and  we  will  just  see  what  happens. 

Mr.  Edgar.  Congressman,  we  are  here.  We  are  willing  to  work. 

Mr.  Wyden.  That  is  why  I  asked  if  the  National  Governors  Asso- 
ciation will  come  to  a  consensus. 

Mr.  Edgar.  Can  you  come  to  a  consensus  in  Congress?  You  have 
got  a  geographic  split,  and  that  is  very  difficult.  Any  time  you  deal 
with  a  formula,  you  are  going  to  change  the  current  formula  that 
is  going  to  add  to  the  difficulty. 

I  guess  what  we  are  saying,  some  of  us  would  argue,  I  am  not 
crazy  about  the  current  formula,  but  I  do  know  the  flexibility  issue 
is  something  we  do  come  to  consensus  on  and  something  you  can 
move  on.  I  appreciate  the  fact  that  Governors  want  to  see  some- 
thing happen  on  formula. 
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We  are  willing  to  enter  into  that  discussion,  but  I  think  Congress 
has  the  same  problem  we  have  as  Governors,  because  it  is  different 
States. 

Mr.  Wyden.  We  are  willing  to  work  with  all  of  you,  but  the  point 
is  this  is  going  to  be  the  overriding  issue.  You  know  my  State,  we 
are  practically  the  poster  child  for  managed  care,  but  Kaiser  said 
it  is  only  going  to  save  1  percent  to  2  percent  of  total  expenditures. 
We  are  not  going  to  do  it  on  managed  care.  Governor.  We  are  going 
to  have  to  come  up  with  a  fair  formula  for  distribution.  If  we  don't, 
the  poor  are  just  going  to  be  shocked. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired. 

Dr.  Cobum. 

Mr.  COBURN.  Thank  you,  Mr.  Chairman. 

I  am  somewhat  confused,  I  have  extrapolated  from  your  handout 
on  EPSDT,  the  CBO  score  of  $25  million,  and  then  extrapolated 
that  to  $63  million,  and  the  $3.8  from  Florida,  which  came  up  to 
$1.7  billion. 

And  Congressman  Wyden  talked  about  theory,  I  want  to  share 
as  a  practicing  physician  the  theory  of  Medicaid  today.  When 
EPSDT  was  put  out,  I  was  seeing  Medicaid  infants  at  2  months, 
4  months  and  6  months  and  charging  the  State  of  Oklahoma  $16 
to  do  that,  and  was  happy  to  do  that. 

When  this  came  through,  there  came  requirements  that  said  a 
certain  number  of  children,  for  them  to  continue  to  get  matching 
funds,  had  to  go  through  this  EPSDT  formula.  For  the  State  of 
Oklahoma  to  continue  to  receive  funds,  guess  what  they  did? 

They  wanted  a  piece  of  paper  filled  out  so  that  they  could  qualify 
for  what  the  Federal  requirements  were  for  treating  newborns,  2 
months,  4  months,  6  months,  young  children,  so  they  said  fill  out 
this  form,  and  instead  of  paying  you  $16,  we  will  pay  you  $72,  so 
we  can  get  you  to  fill  out  the  form. 

Well,  that  happened  all  over  this  country.  What  we  were  trying 
to  do  was  take  care  of  more  children.  We  took  dollars  based  on 
what  a  government-mandated  stipulation  said  and  took  money 
away  from  other  people,  and  put  it  in  the  provider's  pocket. 

So  the  theory,  I  don't  believe  there  is  anybody  sitting  out  there 
right  now  that  doesn't  want  to  take  care  of  young  children,  that 
doesn't  want  to  take  care  of  pregnant  women,  that  doesn't  want  to 
care  for  the  disabled  and  those  that  have  not.  The  question  comes, 
who  is  best  to  do  it? 

You  know,  this  is  just  one  example  of  my  own  experience  in  deal- 
ing with  Medicaid.  I  am  sure  you  all  have  hundreds  and  even  more 
within  your  own  bureaucracy  in  your  State.  But  my  question  comes 
to  you  is,  what  is  the  guarantee  that  you  are  going  to  run  it  any 
better  than  the  Federal  Government  is  going  to  run  it? 

What  is  the  motivation  that  is  going  to  allow  you  to  run  it  better 
and  to  meet  those  very  people  that  Congressman  Waxman  asked 
about?  Where  is  the  guarantee? 

Mr.  Edgar.  Well,  first  of  all,  we  are  already  given  the  respon- 
sibility to  administer  the  program.  What  we  would  like  to  be  able 
to  do  is  to  manage  the  program. 

It  is  really  tough  to  administer  a  program  you  can't  control,  and 
I  think  everybody  would  agree  the  current  system  doesn't  work.  We 
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may  not  agree  on  the  solution  of  fixing  it,  but  I  think  we  all  agree 
it  doesn't  work. 

The  whole  theory  behind  50  States  originally  was  States  were  to 
experiment  to  try  and  every  State  is  not  going  to  be  perfect.  We 
are  saying,  take  a  program  that  doesn't  work,  that  is  broken,  that 
is  out  of  control  and  let  us  try  at  the  State  level. 

As  far  as  accountability,  again  I  will  repeat,  we  are  accountable 
to  the  same  people  that  you  are.  The  same  people  that  elect  Con- 
gress, the  same  people  that  elect  the  President,  elect  State  legisla- 
tors and  Governors.  And  it  is  not  that  you  are  going  to  say  we  are 
going  to  turn  this  over  to  you  and  we  are  not  accountable.  We  are. 

But  again,  I  will  go  back,  the  current  system  doesn't  work,  let's 
try  letting  the  States  who  have  to  run  the  program  actually  have 
control  of  the  program,  and  I  think  we  could  do  a  better  job. 

Mr.  COBURN.  Let  me  ask  one  additional  question. 

Mr.  Leavitt.  May  I  comment  briefly  on  that  just  briefly.  Let  me 
tell  you  about  the  Medicaid  recipient  mother  with  three  children 
recently  that  I  had  a  chance  to  review  the  file  on,  who  quit  her  job 
because  it  was  the  only  way  she  could  gain  access  to  Medicaid,  and 
she  is  now  back  on  AFDC  and  food  stamps  in  my  State. 

Given  the  capacity,  we  are  talking  about  Medicaid,  but  what  we 
are  looking  for  is  not  just  the  ability  to  run  the  Medicaid  program, 
we  are  looking  for  a  chance  to  take  all  of  these  programs  that  serve 
the  poor  and  the  needy  in  our  States  and  weave  them  into  some- 
thing that  makes  sense,  instead  of  this  latticework  of  programs 
that  have  overlapping  eligibility  that  don't  weave  together  well. 
This  is  not  just  one  piece  of  the  pie,  this  is  the  whole  pie  we  are 
looking  for, 

Mr.  COBURN.  Each  of  you,  obviously,  thinks  that  there  are  large 
savings  that  can  be  made  by  changing  the  system.  And  as  some- 
body that  comes  from  a  provider  in  the  system,  I  can't  agree  with 
you  more,  and  I  think  the  last  place  we  ought  to  have  a  Medicaid 
run  system  is  the  Federal  Government. 

And  as  a  matter  of  fact,  I  am  not  even  sure  we  should  do  it  at 
the  State  government  level.  We  might  ought  to  do  at  the  county 
government  level. 

The  point  is,  the  closer  we  get  that  decision  to  the  people  that 
are  actually  giving  the  care  and  responsible  for  the  people  that 
have  a  need,  then  the  more  accurate  and  more  efficient  and  more 
cost-effective  we  might  be. 

I  don't  have  any  additional  questions. 

Mr.  BiLiRAKis.  The  gentleman's  time  has  expired. 

I  thank  the  gentleman. 

Mr.  Stupak. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

Governor  Engler,  according  to  the  Kaiser  Report  that  Mr.  Wax- 
man  mentioned,  underneath  the  current  House  budget  proposal, 
our  State  would  lose  about  $6  billion  between  1996  and  2002.  That 
loss  of  money,  according  to  the  Kaiser  Commission,  would  mean 
that  there  are  about  16,000  elderly,  about  44,000  disabled,  and 
about  162,000  low-income  families  that  would  probably  go  without 
services  because  of  these  reductions.  If  we  give  you  the  flexibility, 
how  would  you  then  decide  who  would  be  covered  and  what  would 
happen  to  those  who  would  be  left  out? 
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Mr.  Engler.  Thank  you,  Congressman,  for  asking  the  question. 
We  disagree  with  the  Kaiser  Report  completely.  We  don't  think  it 
represents  Michigan,  and  so  I  am  glad  you  have  asked  that.  We 
don't  feel  that  that  lack  of  coverage  would  be  present  at  all. 

In  fact,  we  fear  more  that  this  Congress  would  somehow  deadlock 
on  this  issue  and  at  the  end  of  the  day,  at  the  end  of  the  fiscal 
year,  you  might  reduce  by  5  or  10  percent  the  current  program  and 
that  would  do  exactly  what  Kaiser  is  suggesting.  That  is  the  real 
threat.  That  is  where  people  might  lose  coverage. 

If  we  have  the  flexibility  with  managed  care,  if  we  have  the  flexi- 
bility to  restructure  programs,  if  we  have  the  ability  to  enter  into 
relationships  with  providers  across  the  State,  we  are  going  to  con- 
tinue to  have  the  success  that  we  have  enjoyed  with  the  program. 

And  to  Congressman  Wyden,  while  I  have  got  the  microphone, 
the  National  Association  of  State  Medicaid  Directors,  yesterday — 
we  just  received  this  this  morning,  we  haven't  hadn't  a  chance  to 
see  it — unanimously  approved  in  a  policy,  recommendations  on 
Medicaid  reform  the  following  statement — these  represent  all  the 
States.  They  aren't  men  and  women  who  run  for  office,  they  are 
just  the  technicians:  This  year,  fiscal  year  1995,  should  be  the  base 
year  for  establishing  Federal  financial  obligation.  The  base  year  fig- 
ures shall  be  based  on  a  State's  total  expenditures  for  fiscal  year 
1995,  including  Federal  expenditures  associated  with  all  waivers 
and  significant  State  plan  amendments  as  though  implemented  for 
a  full  year. 

So  now  we  can  tell  you  there  is  an  agreement  out.  It  is  the  Med- 
icaid directors,  the  only  experts  that  run  the  program,  but  if  they 
have  got  any  credibility,  we  would  offer  that,  and  I  will  submit  a 
copy  to  the  committee. 

Mr.  Stupak.  Let  me  reclaim  my  time,  and  Mr.  Chairman,  I  hope 
you  charge  that  to  Mr.  Wyden  and  not  to  my  time. 

To  follow  up  on  your  question,  my  understanding  is  Michigan  has 
a  2  percent  administrative  cost  in  the  Medicaid  program.  And  you 
claimed  in  earlier  testimony,  you  have  82  percent  of  your  people  on 
managed  care.  Where  are  you  going  to  squeeze  the  savings  in  to 
make  up  for  the  $6  billion  you  will  lose? 

Mr.  Engler.  We  are  not  going  to  lose  $6  billion.  That  number 
is  false. 

Mr.  Stupak.  Well,  then  answer  this  question  for  me;  how  much 
are  you  going  to  lose? 

Mr.  Engler.  We  will  have  an  increase.  No  proposal  spending  be- 
fore Congress  reduces  Medicaid  expenditures. 

Mr.  Stupak.  So  you  are  claiming  then  that  you  will  see 

Mr.  Engler.  I  am  using  your  data  to  make  the  statement. 

Mr.  Stupak.  You  will  be  able  to  provide  for  all  these  people. 

Mr.  Engler.  The  increases  that  you  will  provide  us  in  revenues 
will  allow  us  to  continue  to  expand  services  as  we  improve  the 
management  of  the  program  because  we  will  now  have  control  of 
the  programs  as  opposed  to  having  HCFA  bureaucrats  trying  to 
run  it  from  Washington  and  telling  us  that  the  program  in  the 
upper  peninsula  of  Michigan,  which  you  are  familiar  with,  is  the 
same  program  we  need  for  Detroit. 

You  know  from  your  own  experience  in  the  State  of  Michigan,  a 
program  in  Detroit  is  different  than  a  program  in  Marquette,  but 
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the  HCFA  people  don't  know  the  difference  between  Detroit  and 
Detour  or  Marquette,  and  so  they  think  it  is  the  same  program.! 
They  are  wrong.  ' 

Mr.  Stupak.  Governor,  you  know,  I  have  some  problems  here. 
Your  increase  for  needs  for  Medicaid  in  the  State  of  Michigan,  and 
I  remember  just  a  short  time  ago  that  we  had  the  DSP  program 
where  Congress  closed  that  because  it  was  being  used  for  other 
than  its  intended  purposes  under  Medicaid,  and  Michigan  lost 
about  $250  million,  and  you  wrote  us  all  a  letter  complaining  bit- 
terly about  the  loss  of  $250  million. 

Now,  you  are  going  to  lose  $6  billion  and  you  are  telling  us  those 
are  false  figures  and  they  don't  count,  and  that  is  okay.  How  do 
you  reconcile  that  when  you  write  us  about  $250  million  as  opposed 
to  $6  billion? 

Mr.  Engler.  I  would  be  happy  to  provide  a  detailed  breakout  of 
Michigan  Medicaid  expenditures  which  show  Federal  spending,  and 
State  spending,  and  the  total  spending.  It  shows  that  in  each  year, 
we  are  spending  more,  with  the  State  government,  or  the  Federal 
Government,  and  combined,  than  we  have  spent  in  the  previous 
year. 

We  certainly  try  to  fully  comply  with  Federal  law.  We  have  done 
that  with  DSP  payments.  We  have  done  that  with  everything  that 
we  can  to  interpret  the  law  to  raise  reimbursement  rates. 

We  think  that  the  Congress  has  for  a  number  of  years  tolerated 
very  unfair  funding  formulas.  Why  would  we  pay  State  A,  83  per- 
cent of  their  costs,  how  could  you  let  that  happen  when  some  other 
States  only  gets  50  percent  paid?  But  as  long  as  that  is  going  on, 
that  is  the  law,  we  follow  the  law. 

Mr.  BiLiRAKls.  The  gentleman's  time  has  expired. 

Dr.  Ganske. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman. 

I  ask  unanimous  consent  to  introduce  a  statement,  including  a 
letter  from  Governor  Branstad  affirming  what  several  of  the  Gov- 
ernors have  said  today. 

I  found  a  series  of  articles  in  The  Washington  Post  concerning 
this  issue  to  be  very  informative.  This  committee  will  be  very  in- 
strumental in  what  we  are  talking  about  today. 

Between  1984  and  1990,  this  committee  rushed  through  a  series 
of  provisions  that  expanded  benefits  and  increased  the  number  of 
people  covered.  And  it  is  for  that  reason,  as  well  as  some  others, 
that  we  have  had  an  explosion  in  Medicaid  costs.  And  in  fairness 
to  the  committee,  the  States  have  also  had  a  part  in  this  explosion 
of  costs. 

I  attended  a  hearing  in  which  June  O'Neill,  Director  of  the  CBO, 
testified,  and,  to  put  it  charitably,  some  State  governments  have 
found  rather  creative  ways  to  extract  more  Federal  dollars  from  the 
program.  And  lobbyists  and  advocates  for  the  poor  have  exerted  a 
relentless  pressure  on  Congress  to  expand  benefits,  so,  in  essence, 
what  we  have  had  is  a  significantly  expanded  package,  but  we  have 
had  a  Congress  that  hasn't  been  willing  to  pay  for  it.  And  so  costs  i 
have  been  shifted  from  one  side  to  the  other  side. 

So  that  brings  us  to  I  think  what  we  are  talking  about  today.  I 
agree  with  Representative  Wyden.  I  think  one  of  the  big  issues  that 
we  will  be  facing  if  we  are  talking  about  a  block  grant  approach. 
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whether  you  agree  with  a  block  grant  approach  or  not,  is  the  issue 
3f  fairness  in  terms  of  distribution  of  those  funds  across  the  States. 

Iowa,  for  instance,  like  some  other  States,  did  not  game  the  sys- 
tem and  has  done  a  fairly  good  job  trying  to  reduce  expenditures 
and  control  costs.  Consequently,  the  State  of  Iowa  receives  one- 
third  the  Federal  dollars  per  recipient  that  some  other  States  do. 

I  would  like  to  ask  the  three  remaining  Governors,  how  do  you 
think  Congress  should  address  this  issue?  I  mean,  how  are  we 
?oing  to  even  this  out?  Should  we  go  to  a  regional  review?  Should 
we  look  at  a  national  average  and  have  some  variance  built  into 
this?  I  really  think  that  this  is  a  very  significant  issue  with  the 
block  grant  approach. 

Mr.  Engler.  Let  me  just  try  to  again  get  us  back  to  where  we 
are.  We  have  a  formula  today.  We  have  a  law  which  allows  for  dis- 
tribution, and  so  if  we  weren't  here  talking  about  block  grants,  we 
are  merely  talking  about  reauthorization  of  Medicaid  funding  for 
next  year,  would  we  be  in  a  formula  debate? 

I  mean,  maybe  we  would  and  maybe  we  wouldn't.  But  we  have 
a  formula  which  is  a  baseline.  So  I  think  there  are  those  groups 
out  there  who  want  no  reform,  who  work  very  hard  to  divert  you 
into  this  fight  about  the  formula  in  order  to  have  you  overlook  con- 
veniently repealing  OBRA,  repealing  Boren,  repealing  rules  and 
regulations  that  hamper  our  freedom  and  flexibility. 

So  I  think  that  in  the  formula  debate — and  I  just  read  a  para- 
graph from  the  Medicaid  directors  report  adopted  unanimously  that 
said  let's  start  and  use  1995.  That  is  the  year.  We  can't  do  any- 
thing about  this  year. 

Let's  use  that  as  the  base  and  go  forward  with  the  new  money 
you  are  going  to  spend.  Then  look  at  how  you  would  spend  that  and 
[  think  that  gets  us  into  the  debate. 

But  right  now,  any  State  under  the  current  system  could  raise 
its  Federal  reimbursement  if  it  decided  to  raise  its  State  expendi- 
tures. It  is  all  tied  off  of  that.  And  we  think  we  have  saved  money 
for  the  Federal  Government  because  we  have  had  an  incentive  to 
save  money  in  our  State  budget.  We  are  going  to  leave  money  on 
the  table  under  the  reforms  that  we  are  making.  That  is  just  the 
way  it  works. 

Mr.  Ganske.  Governor  Leavitt? 

Mr.  Leavitt.  I  have  problems  with  the  education  formula.  I  have 
problems  with  the  transportation  formula.  I  come  from  a  State 
with  five  members  of  our  entire  congressional  delegation.  You  won't 
find  a  formula  I  don't  have  problems  with. 

My  guess  is  you  can't  get  into  a  discussion  of  formula  without 
having  what  the  Congressman  calls  a  bloody  political  debate.  I  sus- 
pect it  will  happen.  That  is  the  public  decisionmaking  process. 

I  am  one,  like  Governor  Chiles,  I  have  a  State  that  is  growing 
at  2.7  percent  a  year.  I  am  going  to  have  significant  growth. 

I  believe  we  have  to  deal  with  that  if  we  get  into  the  formula 
issue.  But  what  I  am  concerned  about  right  now  is  having  the  abil- 
ity to  do  better  with  what  I  have.  We  can  do  significantly  better 
with  the  resources  that  we  have. 

Mr.  BILIRAKIS.  The  gentleman's  time  has  expired. 

Mr.  Deutsch. 

Mr.  Deutsch.  Thank  you,  Mr.  Chairman. 
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I  guess  it  is  maybe  from  where  you  sit  and  what  you  see,  but 
really  following  up  on  what  Governor  Chiles  had  talked  about,  the 
two  issues  which  really  seem  to  have  an  incredibly  adverse  poten- 
tial impact  on  Florida. 

And  I  was  happy  to  hear  the  chairman's  statement  that  the 
Budget  Committee's  recommendation  of  the  5  percent  cap  across 
the  board  by  State  is  something  that  basically  this  committee,  the 
subcommittee  is  not  going  to  take  very  seriously  in  and  of  itself. 
I  guess  I  would  direct  the  question  to  Governor  Chiles,  just  give 
him  the  opportunity  to  respond,  specifically,  and  also  Governor 
Leavitt  mentioned  as  well,  if  you  could  give  us  a  proposal,  and  I 
know  it  would  be  a  painful  exercise,  but  assuming  the  $187  billion 
cut  over  that  period  of  time,  trying  to  come  up  from  your  perspec- 
tive with  something  more  equitable  dealing  with  the  growth  factor. 

Again,  I  don't  think  you  need  to  be  an  MIT  economist  to  figure 
out  that  the  situation  of  States  that  are  not  growing  versus  the  sit- 
uation of  States  that  are  growing  exponentially,  a  small  State  like 
Utah  as  well  as  a  large  State  like  Florida,  is  just  going  to  create 
incredible  unacceptable  inequities,  and  I  find  it  difficult  that  any 
member  that  supported  the  budget  resolution  with  the  5  percent 
cap,  and  Florida  is  a  State  with  23  Members  of  the  House,  in  and 
of  itself  would  have  supported  that  resolution,  and  the  majority  of 
our  members  did. 

So  the  second  half  of  the  question  is  really  an  innovation.  Con- 
gressman Wyden  mentioned  the  inroads  that  the  State  of  Oregon 
has  made.  I  would  put  Florida's  record  in  creative  and  efficient  and 
successful  innovations  against  any  State  in  the  country  in  terms  of 
health  care  and  Medicaid  savings  and  quality  of  care  for  its  con- 
stituents. 

I  would  point  out  one  fact — and  I  had  the  good  fortune  of  serving 
the  State  legislature  while  Governor  Chiles  was  Governor — one  fact 
that  Florida  has  the  lowest  percentage  of  seniors  in  nursing  homes 
of  any  State  in  the  country.  Of  50  States  in  the  country,  we  have 
the  lowest  percentage  of  seniors  in  nursing  homes. 

We  also  have  the  highest  percentage  of  seniors  of  any  State  in 
the  country,  yet  we  have  the  lowest  percentage  of  seniors  in  nurs- 
ing homes,  which  is  one  of  the  reasons  why  we  are  48th  in  expendi- 
tures of  every  State  in  the  country  in  terms  of  Medicaid  dollars.  We 
have  been  successful. 

We  are  the  paradigm  of  community  care  for  the  elderly,  a  pro- 
gram which  the  State  legislature  funds  to  keep  people  out  of  the 
nursing  homes  and  into  community  care.  Those  innovations  are  a 
success  story. 

Again,  you  don't  have  to  be  an  MIT  economist  to  understand  we 
would  be  absolutely  penalized  by  the  types  of  proposals  of  the 
budget  recommendation. 

Mr.  Chiles.  First,  I  think  maybe  all  of  us  have  a  plan — I  will 
give  you  a  copy  of  that — that  I  think  would  treat  the  growth  factor 
in  a  more  fair  way.  I  think  the  gist  of  what  this  is  about,  I  believe, 
is  we  are  facing  a  terribly  flawed  system  that  we  have  now  and  ev- 
erybody says  we  have  got  to  blow  it  up. 

I  think  what  some  of  us  are  saying  is  if  we  are  going  to  blow  it 
up,  let's  don't  put  back  in  place  a  system  that  is  flawed  in  itself 
from  the  outset.  Let's  at  least  be  fair. 
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If  we  are  going  to  save  this  $187  billion,  let's  treat  States,  let's 
treat  the  individuals  in  the  States  fairly  Let's  share  the  pain.  Let's 
do  in  it  a  fair  way.  And  let's  don't  lock  in,  don't  say  to  everybody 
that  every  State  is  exactly  the  same  that  you  can  have  a  cookie  cut- 
ter that  you  can  treat  Michigan  and  Florida  the  same  way. 

We  are  not  the  same,  and  just  as  the  Governor  of  Michigan  has 
said,  Lansing  is  different  from  DePaul,  or  somewhere  else,  and  cer- 
tainly Florida  and  Michigan  are  different.  So  you  have  got  to  have 
that  flexibility,  and  I  think  you  have  to  recognize  what  States  have 
done  to  reform  their  own  system.  If  you  are  going  to  lock  in  a  base 
year,  at  least  treat  us  fairly  in  how  you  put  that  base  year  in. 

Mr.  Deutsch.  (Governor  Engler. 

Mr.  Engler.  I  don't  disagree  with  the  idea  of  certainly  everyone 
does  have  a  different  strategy.  I  just  think  you  find  everybody 
where  you  find  them. 

I  mean,  we  are  here  because  of  the  system  that  we  have.  We 
have  all  done  it  differently,  if  we  could  have  designed  this  system 
back  in  1965,  or  at  any  point,  coming  forward  over  the  last  30 
years.  One  thing  that  is  not  being  said  in  terms  of  your  observation 
about  the  budget,  my  understanding  is  you  don't  have  any  money 
down  here,  that  you  have  a  deficit  and,  therefore,  you  can't  fund 
a  current  CBO  baseline  budget. 

You  won't  pay  us.  And  so  you  are  going  to  reduce  in  one  expense 
what  they  and  those  expenditures  are  by  some  amount.  What  we 
fear  is  they  will  continue  to  pass  programs  which  might  be  able  to 
keep  all  kinds  of  management  controls  and  mandates  in  place  and 
then  reduce  the  money  and  tell  the  States  to  figure  it  out.  That 
won't  work. 

Mr.  BILIRAKIS.  Forgive  me,  Governor. 

Mr.  Deutsch.  Mr.  Chairman,  if  I  can  just  respond? 

Mr.  BILIRAKIS.  We  are  running  out  of  time,  and  I  want  to  try  to 
give  everybody  an  opportunity.  In  fact,  I  would  like  to  ask  the  re- 
maining members,  and  forgive  me  for  changing  horses  in  the  mid- 
dle of  a  stream,  if  we  can  get  down  maybe  to  3  minutes  each,  we 
might  be  able  to  get  everybody  in.  I  can't  help,  but  I  understand 
the  Governors  have  to  leave  and  so  it  is  unfair — some  people  have 
been  here  from  the  beginning  and  probably  won't  even  get  an  op- 
portunity. So  let's  see,  we  are  going  to  go  on  to  Mr.  Whitfield. 

Mr.  Whitfield.  Thank  you,  Mr.  Chairman. 

I  also  would  recommend  that  any  of  you  interested  in  Medicaid 
read  those  issues  in  The  Washington  Post  back  in  January  and 
February  1994,  because  it  does  show  very  clearly  that  part  of  the 
problem  is  the  liberalization  of  programs,  and  between  1984  and 
1990,  as  Dr.  Ganske  mentioned,  adopted  24  new  initiatives  in  the 
Medicaid  program  that  the  first  year  all  of  them  cost  $888  million, 
by  the  5th  year,  they  cost  $5.6  billion  a  year. 

So  in  the  true  sense  of  being  in  politics,  it  is  much  easier  to  say 
yes  to  people  and  give  to  people,  than  it  is  to  say  we  want  to  do 
this,  but  can  this  Nation  and  can  these  States  afford  to  do  it? 

All  of  us,  obviously,  are  concerned  about  poor  people,  about  chil- 
dren, about  disabled  people,  and  we  know  that  this  program  contin- 
ues to  expand.  And  it  is  no  wonder  that  States  are  having  difficulty 
with  the  increased  expenditure,  but  is  there  any  responsibility  or 
is  there  any  way  that  we  can  provide  incentives  either  through 
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some  sort  of  grant  program  or  a  tax  incentive  so  that  individuals 
would  bear  more  responsibility  themselves  in  taking  out  individual 
insurance  to  help  on  long-term  care,  because  that  is  where  the  true 
cost  is,  and  as  we  discuss  block  grants,  giving  money  back  to  the 
States,  and  let  you  administer  the  programs,  are  any  of  you  consid- 
ering a  program  that  would  provide  incentives  for  individuals? 

Mr.  Chiles.  Yes,  sir.  We  have  a  waiver  now  that  we  are  hoping 
our  legislature  will  adopt  that  allows  us  to  take  the  savings  that 
Florida  is  now  generating  because  of  putting  people  in  managed 
care. 

We  will  have  65  percent  of  our  people  in  managed  care.  That  is 
generating  a  lot  of  savings.  The  Federal  Grovemment  under  this 
waiver  would  allow  us  to  take  part  of  the  Federal  savings  and 
match  them  with  State  savings  and  provide  a  coverage,  a  sub- 
sidized coverage  to  those  people  that  are  just  above  the  poverty 
line,  in  which,  depending  on  how  much  they  are  earning,  they 
would  pay  part  of  the  premium  and  we  would  pay  part  of  the  pre- 
mium. We  can  insure  about  half  our  uninsured  using  those  savings. 
So  that  is  something  innovative  we  are  trying  to  do  under  our 
waiver. 

You  can  put  that  inducement  out  there  and  people  will  buy  it. 
We  also  have  a  CHPA  program,  cooperative  purchasing  for  small 
business  in  Florida,  and  we  are  having  a  tremendous  expansion  on 
that  by  allowing  small  business  just  to  be  able  to  pool  and  purchase 
insurance  at  discounts,  in  effect  like  bigger  companies.  You  can  cer- 
tainly have  incentives  like  that  out  there. 

Mr.  Whitfield.  I  notice  in  Minnesota  a  family  of  four  earning — 
a  family  earning  $40,000,  the  children  are  covered  under  Medicaid. 
You  can  make  an  argument  that  they  should  bear  some  of  this. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired.  Thanks.  Mrs. 
Lincoln. 

Mrs.  Lincoln.  I  thank  the  chairman,  and  I  am  sorry  to  see  that 
Governor  Sundquist  is  gone  because  I  am  very  much  affected  by 
TennCare  in  terms  of  the  medical  school  in  Memphis  and  the  serv- 
ice it  gives  to  my  district  in  the  eastern  half  of  Arkansas. 

As  Grovemor  Chiles  mentioned,  if  we  are  going  to  blow  up  the 
system,  we  have  to  have  something  to  replace  it  with.  And  many 
of  you  have  suggested  managed  care  as  that  replacement.  In  my 
experience  with  TennCare  and  the  problems  we  have  seen  in  terms 
of  the  lack  of  repayment  to  the  providers  and  the  length  of  time 
it  has  taken  to  reimburse  them,  and  a  whole  host  of  other  things, 
the  Med  center  in  Memphis  has  closed  down  now  the  bum  trauma 
center  and  the  AIDS  center,  and  they  are  talking  about  closing 
down  the  OB-GYN  department.  They  have  reduced  their  services. 
They  no  longer  serve  people  from  eastern  Arkansas  at  the  medical 
school. 

In  light  of  that,  I  would  like  to  ask  you  all  about  the  details  of 
replacing  this  out  of  control  system,  for  I  don't  disagree  that  we 
have  to  reduce  the  increase  in  Federal  Medicaid  spending  that  we 
are  currently  seeing.  Without  a  doubt,  we  have  to  reduce  that. 
However,  the  degree  to  which  you  are  talking  about  reducing  it,  I 
think,  is  devastating. 

What  are  your  solutions  for  providing  special  pediatric  care  to 
children  that  will  be  left  unattended,  especially  in  rural  areas  like 
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ours  where  we  are  using  telemedicine  to  get  to  the  remote  areas? 
What  will  you  do  in  regards  to  the  medical  schools?  Right  now  the 
Med  center  in  Memphis,  having  closed  many  of  the  divisions  I  pre- 
viously mentioned,  has  also  reduced  by  a  tremendous  amount  its 
residency  program.  And  in  terms  of  keeping  the  quality  of  care  in 
this  Nation,  what  will  happen  to  our  medical  schools  and  our  train- 
ing center? 

And  in  light  of  the  testimony,  I  know  it  was  Mr.  Edgar's,  but 
some  of  you  others  have  alluded  to  it,  you  argue  the  Federal  man- 
dates are  forcing  your  States  to  pay  for  services  you  would  probably 
not  pay  for  if  there  were  no  Federal  mandates.  What  are  those 
services  that  you  would  eliminate? 

Mr.  Leavitt.  In  the  minute  and  a  half  that  is  remaining,  obvi- 
ously, we  will  not  be  able  to  answer  all  those  questions,  but  a  cou- 
ple that  caught  my  interest. 

We  are  struggling  now  as  to  the  future  of  our  economic  health 
center  as  to  how  to  position  it  in  the  future.  Medicaid  has  been  a 
big  part  of  subsidizing,  in  essence,  research  through  a  series  of  very 
complex  cross  subsidies  that  may  make  sense  or  may  not.  The 
point  is,  however,  that  there  are  going  to  be  a  lot  of  solutions  that 
are  attempted,  A  lot  of  them  will  work;  some  of  them  won't. 

We  will  figure  out  which  ones  work  quickly,  because  we  have  a 
financial  incentive  to  do  that,  and  which  ones  won't  work  quickly. 
I  think  the  issue  is  whether  or  not  you  want  to  turn  that  complex 
set  of  questions  over  to  one  subcommittee  in  Congress  or  50  labora- 
tories of  democracy,  all  of  which  will  finds  different  solutions  and 
different  combinations  of  which  will  work. 

Mrs.  Lincoln.  What  are  your  solutions  for  the  special  pediatric 
care  and  the  medical  schools?  In  the  newspaper  today,  I  read  that 
TennCare  was  supposed  to  get  matching  funds  using  some  State 
funds.  They  found  they  were  county  funds.  They  are  not  even  State 
funds,  they  are  county  funds. 

Mr.  Leavitt.  Any  moment  I  expect  the  chairman  to  say  your 
time  is  up.  I  would  be  delighted  to  sit  down  and  speak  with  you 
about  this,  because  this  is  a  dilemma  that  is  very  contemporary  in 
our  State  and  one  in  which  we  think  we  are  coming  up  with  a  set 
of  logical  solutions.  However,  you  may  have  some  better  solutions. 

Mrs.  Lincoln.  I  do  have  two  bills  on  children's  health  care  and 
one  on  rural  telemedicine. 

Mr.  Leavitt.  And  I  want  to  know  about  what  they  are.  We  get 
into  complex  issues  dealing  with  antitrust,  for  example. 

Mrs.  Lincoln.  We  do,  too,  and  rural  areas. 

Mr.  Leavitt.  And  rural  health  care  technology.  All  of  this  over- 
laps. Being  able  to  contemplate  this  in  a  Medicaid  bill,  that  doesn't 
make  any  sense.  What  makes  sense  is  to  be  able  to  have  the  flexi- 
bility for  a  lot  of  people  to  be  able  to  do  things  that  will  make 
sense.  And  if  we  have  that  flexibility,  then  when  you  figure  it  out, 
you  can  come  and  tell  me,  because  I  want  to  know.  And  if  I  figure 
out  a  piece  of  it,  I  will  share  it  with  you,  and  we  will  figure  out 
a  much  better  system  than  if  it  is  a  bill  that  thick  and  everybody 
has  to  go  through  a  series  of  waivers  that  take  IV2  years  and  you 
find  one  piece  doesn't  work  and  you  have  to  go  through  a  stack  that 
big  to  get  another  waiver.  Doesn't  make  sense. 


96 

Mr.  BiLlRAKiS.  The  gentlelady's  time  has  expired.  Thank  you,  sir. 
Forgive  me  for  interrupting. 

Mr,  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Let  me  commend  all  of  you  who  are  here  today.  I  have  a  chart 
here  showing  the  per  capita  expense  by  each  State.  Every  Governor 
here  today  rails  on  the  bottom  half  of  that,  meaning  that  we  are 
doing  some  things  right  as  it  relates  to  the  Medicaid  coverage. 

Governor  Chiles,  Florida  has  filed  and  received  a  waiver,  if  I  un- 
derstood you  correctly.  How  long  did  that  take? 

Mr.  Chiles.  It  took  us  about  7  to  8  months. 

Mr.  Burr.  About  7  to  8  months. 

Mr.  Chiles.  Yes. 

Mr.  Burr.  Governor  Leavitt,  Utah  filed  for  a  waiver  but  has  not 
received  it? 

Mr.  Leavitt.  Yes. 

Mr.  Burr.  How  long  has  that  been? 

Mr,  Leavitt.  We  are  in  the  6th  or  8th  month.  We  have  had  waiv- 
ers that  had  been  approved  that  took  a  substantial  amount  of  time. 
The  most  recent  waiver  v/e  have  applied  for  probably  4  or  5  months 
ago,  so  we  are  still  a  long  ways  from  approval. 

Mr.  Burr.  How  much  contact  during  the  period  of  time  of  the  ap- 
proval process  did  HCFA  have  contact  with  individuals  in  your 
State? 

Mr.  Leavitt.  There  are  people  to  answer  that  question  better 
than  I,  because,  obviously,  our  health  department  handles  the  di- 
rect contact. 

Mr.  Burr.  Okay.  Governor  Engler,  what  does  HCFA  bring  cur- 
rently to  the  Medicaid  program? 

Mr.  Engler.  Delay,  cost,  regulation,  rules.  Nothing  in  terms  of 
quality  of  care. 

Mr,  Burr.  Let  me  go  to  the  States  real  quickly.  Governor  Engler. 
Are  there  currently  States,  and  again  looking  at  my  chart  we  have 
a  per  capita  expense  on  New  Hampshire  of  9,661  and  Mississippi, 
2,681.  Are  there  States  currently  out  there  that  when  we  change, 
when  we  blow  up  the  system  and  we  come  back  with  a  new  one, 
are  there  States  that  should  be  cut  on  their  reimbursement  to  start 
with? 

Mr.  Engler.  We  need  to  get  away  from  the  system  that  is  driven 
the  way  this  one  has  been  driven.  That  is  why  the  block  grant  ap- 
proach has  such  appeal  because  it  gets  us  to  a  more  rational  basis. 

I  think  that  States  have  made  policy  decisions  to  spend  whatever 
they  are  spending  now.  And  some  would  argue  some  are  spending 
too  much.  Some  would  argue  some  are  spending  too  little.  They 
have  worked  that  out  in  their  political  process  and  then  they  have 
used  the  system  as  it  is  designed.  We  need  to  get  away  from  this. 
Some  think  80  percent  reimbursed,  some  say  it  gets  62  percent  re- 
imbursed. Et  cetera. 

I  think  the  approach  we  use  in  the  1995  base  year — we  can  enter 
into  a  dialog  of  where  we  go  in  the  future,  but  I  think  what  we  are 
talking  now  is  a  system  where  the  incentives  finallv  are  there  for 
the  States  to  be  innovative,  to  save  the  time  and  delay  that  is  rep- 
resented by  this  paperwork,  to  get  reforms  and  innovations  to  mar- 
ket. 
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Mr.  Burr.  Is  the  discrepancy  that  exists  there,  is  that  based 
upon  differing  coverages? 

Mr.  Engler.  Sure. 

Mr.  Burr.  Should  we  go  to  one  standard  coverage,  that  the  Fed- 
eral Government  participates  in  reimbursement? 

Mr.  Engler.  For  30  years  you  have  not  done  that.  I  wouldn't 
suggest  now  is  the  time  to  start. 

Mr„  Burr.  Governor  Chiles,  if  we  could  solve  the  formula  prob- 
lem and  the  flexibility  problem  that  you  expressed,  could  you  favor 
the  block  grant  program? 

Mr.  Chiles.  I  probably  would  rather  see  the  Federal  Government 
continue  to  be  a  partner,  because  I  think  the  Federal  Government 
has  some  responsibility  to  children.  But,  now,  yes,  I  want  the  flexi- 
bility. I  want  to  see  that.  I  think  we  can  do  it  better  in  the  States 
if  we  had  the  flexibility. 

But  I  think  part  of  the  disparity  now  is  not  only  in  coverage  but 
also  is  in  cost.  The  cost  of  the  procedures  are  much  higher  in  some 
States  than  they  are  in  the  others. 

You  know,  I  think  what  you  have  to  come  to  grips  with  in  some 
States,  if  you  are  going  to  change  this  where  there  was  a  partner- 
ship, and  where  the  Federal  Government  sort  of  hung  money  out 
as  a  carrot,  if  you  will,  do  certain  programs,  you  will  get  this  fund- 
ing. Now  we  are  going  to  do  away  with  that  and  say  the  Federal 
Government  is  going  to  give  to  the  States  X  number  of  dollars  to 
provide  all  of  this  health  care,  then  you  have  to  do  that  not  on  an 
old  basis  that  you  did  on  a  matching  thing,  you  have  to  do  it  on 
a  fair  basis  that  says  children  are  entitled  to  a  certain  thing  re- 
gardless of  where  they  are.  And  if  people  move,  the  money  should 
move  with  them.  If  you  do  it  on  that  basis,  you  at  least  are  sharing 
the  pain. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired. 

Mr.  Burr.  I  3deld  back,  Mr.  Chairman. 

Mr.  Bilirakis.  You  will  yield  back  what?  Mr.  Brown. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Recently  I  visited  Health  Hill  Hospital  in  Cleveland.  It  is  a  chil- 
dren's hospital  for  very,  very  sick  children.  Eighty-five  percent  of 
the  patients  at  Health  Hill  are  Medicaid  funded  and  they  depend 
on  Medicaid  for  their  coverage  not  because  these  families  are  nec- 
essarily poor,  many  are  middle-class  families  that  are  hit  with 
very,  very,  very  high  medical  bills  because  of  traumatic  and  terrible 
diseases  that  their  children  have. 

I  guess.  Governor  Chiles,  we  will  start  with  you.  Would  you  sup- 
port a  minimum  standard  to  ensure  that  those  very  sick  vulnerable 
children  have  coverage  and  should  they  be  carved  out  and  pro- 
tected that  way;  and  also,  should  other  beneficiaries,  those  that  are 
disabled,  the  elderly,  also  be  protected  that  way?  Basically,  should 
there  be  any  of  those  strings  attached  to  block  grants? 

Mr.  Chiles.  I  would  rather  not  have  a  lot  of  strings  attached,  but 
at  some  stage,  having  been  a  budgeteer  at  one  time  and  sitting  on 
the  other  side  of  the  table,  I  don't  think  you  ought  to  give  Federal 
dollars  without  some  kind  of  accountability  or  standards  to  the 
States  of  what  you  expect  and  how  you  expect  those  Federal  dollars 
to  be  spent.  That  is  why  I  worry  that  some  States  that  receive  ben- 
efits could  take  money  out  of  this  and  put  it  into  other  programs. 
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That  is  happening  in  disproportionate  share.  We  know  that  is  hap- 
pening in  disproportionate  share.  It  is  totally  unfair  and  now  no 
one  wants  to  do  anything  about  it. 

Let  us  don't  create  something  else.  So  I  think  there  has  to  be 
some  requirements  that  you  are  going  to  follow  the  money,  and 
there  probably  has  to  be  some  safety  net  that  the  Federal  Govern- 
ment should  say  we  are  putting  out  there. 

Mr.  Brown.  Governor  Engler,  with  the  cuts  in  or  the  reduction 
in  the  increase,  when  over  70  percent  of  the  growth  is  attributed 
to  the  cost  of  health  inflation  and  the  growth  of  the  eligible  popu- 
lation, do  you  carve  out  something  to  make  sure  that  the  most  vul- 
nerable under  Medicaid,  that  the  children  that  are  the  sickest  or 
the  disabled,  are  protected  and  that  their  services  are  not  cut? 

Mr.  Engler.  We  would  do  that  as  a  State.  We  would  not  suggest 
that  you  try  to  do  it  with  the  fine  hand  of  the  Federal  Government. 
We  think  that  we  probably  could  do  that  more  effectively  at  the 
State  level. 

The  problem  is  that  once  you  try  to  do  that  from  Washington,  it 
just  does  not  work.  Congressman  Wyden  earlier  suggested  some  of 
the  changes  in  Oregon.  I  mean,  there  might  be  some  situations 
where  we  would  decide  that  the  investment  in  treatment  should 
not  be  made.  There  are  those  profoundly  difficult  questions.  I  sus- 
pect if  Mickey  Mantle  were  a  Medicaid  patient  in  Oregon  he  would 
not  be  eligible  for  a  liver  transplant. 

Mr.  BiLlRAKis.  The  gentleman's  time  has  expired.  Mr.  Bilbray. 

Mr.  Bilbray.  Thank  you,  Mr.  Chairman. 

I  want  to  say  to  the  Grovemors  I  appreciated  your  being  here  re- 
minding those  of  us  in  Washington  that  Washington  is  not  the  only 
well  of  wisdom  and  compassion.  As  somebody  who  was  operating 
these  programs  last  year,  I  am  quite  interested  in  this  issue  and 
I  think  that  the  Governors  here  are  reflecting  the  good  parts  of  the 
States'  administration. 

California  is  going  to  have  over  almost  2.5  million  people  on 
managed  care  within  18  months.  I  would  like  to  ask  Grovemor 
Chiles,  do  you  agree  with  Governor  Wilson  that  the  Federal  Gov- 
ernment must  assure  full  fiscal  responsibility  for  service  to  illegal 
aliens? 

Mr.  Chiles.  Yes,  I  do,  definitely. 

Mr.  Bilbray.  And  because  we  are  really  trying  to  be  aggressive 
on  this  in  California,  the  other  issue  is  do  you  agree  with  our  Gov- 
ernor that  the  Federal  funding  baseline  and  growth  rates  estab- 
lished for  block  grants  must  reflect  the  realities  in  the  States  and 
not  the  arbitrary  number  that  is  being  proposed  right  now? 

Mr.  Chiles.  Absolutely. 

Mr.  Bilbray.  Okay.  With  that  assumption  that  the  block  grants 
would  be  modified  to  reflect  the  realities  and  be  distributed  in  a 
manner  that  reflects  the  realities,  would  you  support  my  Grov- 
emor's  position,  that  the  States  are  given  full  flexibility?  Would 
you  then  support  the  block  grant  of  Medicare  and  eliminate  the  in- 
dividual entitlements  at  that  time? 

Mr.  Chiles.  I  think  it  is  going  to  happen.  If  I  had  my  druthers, 
I  would  like  to  see  the  Federal  Government  still  have  some  respon- 
sibility. I  worry  about  what  happens  in  a  major  recession.  I  worry 
about  what  happens  there.  I  don't  think  the  Federal  Government 
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should  be  able  to  walk  away  from  children  and  its  responsibility  to 
them. 

I  know  there  is  going  to  be  block  grants.  I  want  them  to  be  done 
fairly. 

Mr.  BiLBRAY.  My  concern,  as  somebody  who  managed  a  county 
of  2.6  million,  was  that  a  Federal  bureaucrat  did  not  seem  to  have 
more  compassion  and  caring  for  the  children  of  my  county  than  I 
did  or  the  people  that  lived  in  my  county.  And  I  would  have  to  say 
to  the  Governor,  I  appreciate  the  fact  that  you  point  out  to  mem- 
bers that  we  are  still  talking  about  increases. 

I  live  on  the  Mexican  border,  and  I  understand  bilingualism.  But 
now  that  I  am  a  freshman  here,  I  realize  that  we  don't  all  speak 
English  here.  There  is  this  Washingtonese  that  says  that  a  4  per- 
cent increase  is  a  major  slash-and-cut-and-bum  proposal. 

And  no  wonder  the  American  people  are  confused.  It  would  be 
much  easier  if  we  spoke  in  an  authorized,  officially  recognized  for- 
eign language.  Because  the  beltway  does  have  its  interesting 
terminologies  and  it  sounds  so  much  like  English  that  those  of  us 
who  have  not  picked  up  the  nuances  of  Washingtonese  do  not  un- 
derstand how  misguided  it  can  be  or  misinterpreted. 

Mr.  Chiles.  Congressman,  I  also  would  say  that  some  of  us  that 
have  been  here  and  have  been  in  the  States  also  understand  that 
a  4  percent  growth  does  not  mean  an  increase  in  a  State  like  Flor- 
ida or  in  a  State  like  California,  where  you  know  your  population 
is  growing  faster  than  that  and  where  your  kids  that  are  coming 
in,  your  elders  that  are  going.  So,  you  knov/.  I  also  know 

Mr.  BiLBRAY.  But,  also,  the  States  are  losing  population. 

Mr.  Chiles.  I  understand  that  English,  too. 

Mr.  BiLiRAKis.  Thank  you.  Governor.  The  gentleman's  time  has 
expired.  Mr.  Pallone,  very  quickly,  sir. 

Mr.  Pallone.  Thank  you,  Mr.  Chairman. 

My  concern,  and  I  will  be  brief,  is  that  every,  all  the  changes 
that  are  being  proposed  here  are  basically  budget  driven.  In  other 
words,  that  we  are  block  granting  Federal  funds  so  that  we  can  re- 
duce the  amount  of  money  in  our  Federal  budget. 

The  Governors  want  more  flexibility  so  they  can  reduce  the 
amount  that  they  have  to  pay  out  to  the  hospitals.  The  hospitals 
will  then,  or  the  other  long-term  facilities,  will  simply  reduce  the 
amount  of  money  they  have  to  spend  and  so  therefore  quality  of 
care  suffers. 

I  guess  part  of  the  problem  I  have  with  all  this  is  that  I  am  con- 
cerned that  actual  costs  incurred  from  Medicaid  are  not  going  to 
be  reimbursed.  In  other  words,  there  isn't  going  to  be  enough 
money  because  everybody  is  tr3dng  to  save  money.  There  will  no 
longer  be  a  real  relationship  for  the  cost  of  Medicaid  services  and 
what  various  levels  of  government  are  providing. 

I  mention  that  because,  if  I  understand — I  wasn't  here  earlier  so 
you  have  to  forgive  me  and  correct  me  if  I  am  wrong — I  think 
many,  if  not  all  of  the  Governors,  said  they  would  like  to  see  the 
Boren  amendment  repealed  as  part  of  this  overall  reform.  And  I 
don't  really  understand  that  because  it  seems  to  me,  even  if  we  do 
block  grant  or  do  some  of  these  changes  suggested,  at  least  if  we 
have  the  Boren  amendment  we  have  some  sort  of  guaranteed  reim- 
bursement rates  which  will  reflect  actual  costs.  I  would  be  opposed 
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to  abolishing  the  Boren  amendment  for  that  reason,  regardless  of 
what  changes  are  made  here. 

I  just  wanted  to  hear  some  of  your  comments  about  that.  If  you 
believe  that  this  is  not  just  budget  driven,  that  we  are  trying  to  re- 
imburse the  actual  costs,  why  would  you  be  in  favor  of  abolishing 
the  Boren  amendment? 

Mr.  Leavitt.  I  have  never  seen  or  acknowledged  the  Federal 
courts  to  be  a  better  determination  of  what  actual  costs  were  than 
the  marketplace.  The  marketplace  is  much  more  well-attuned  to  ac- 
tual cost  than  a  Federal  judge. 

Mr.  Pallone.  In  other  words,  you  are  just  concerned  about  the 
court's  interpretation  of  the  amendment.  You  don't  have  a  problem 
with  the  amendment  per  se. 

Mr.  Leavitt.  I  am  concerned  about  the  whole  process  of  not  al- 
lowing the  marketplace  to  determine  what  those  levels  ought  to  be 
and  having  them  arbitrarily  set  in  a  way  that  turns  out  to  be  quite 
capricious. 

Mr.  Engler.  You  unfairly  regulated  the  States  under  the  Boren 
amendment  vis-a-vis  all  private  carriers  out  there,  where  they  all 
negotiate — when  the  UAW  negotiates  a  contract  for  the  auto  com- 
panies and  they  go  to  a  provider  and  say,  what  are  you  going  to 
charge  us  for  a  procedure,  what  are  you  going  to  charge  us  for  a 
night  of  hospital  stay;  they  negotiate  that.  States  are  prohibited 
from  doing  that  under  Boren. 

Mr.  Pallone.  I  guess  what  I  don't  understand  is,  without  any 
kind  of  Federal  standard  that  says  your  reimbursement  rate  has  to 
be  linked  to  actual  costs  incurred  for  Medicaid  services,  what  guar- 
antee do  we  have  that  if  we  block  grant  this  money,  that,  for  budg- 
etary reasons.  States  are  just  not  going  to  cut  and  establish  a  new 
rate  that  has  no  relationship  to  the  actual  cost  of  services. 

Mr  Engler.  It  is  a  market  basket.  We  are  purchasing  services. 
What  is  wrong  with  letting  markets  work?  I  thought  that  was  the 
American  way.  We  trust  markets,  right? 

Mr.  Pallone.  Yes,  but  if  the  State  simply  decides  to  provide  less 
money,  as  in  the  case  of  my  State,  in  New  Jersey,  then  it  seems 
to  me  that  what  happens  is  that  Lhe  health  care  providers,  the  hos- 
pitals, the  different  facilities  simply  cut  back  on  the  services  that 
are  provided  and  don't  provide  the  same  level  or  quality  of  care. 

Mr.  BILIRAKIS.  The  gentleman's  time  has  expired. 

Mr.  Pallone.  Thank  you,  Mr,  Chairman. 

Mr.  BILIRAKIS.  I  should  make  a  record  of  that,  I  guess.  Mr.  Nor- 
wood. 

Mr.  Norwood.  Thank  you,  Mr.  Chairman.  As  a  previous  provider 
of  Medicaid,  I  need  3  hours,  but  I  will  do  the  3  minutes.  I  will  ask 
my  questions  fast  and  appreciate  a  short,  fast  answer. 

Governor  Chiles,  I  know  distribution  of  funds  is  on  your  list.  You 
have  made  that  very  clear.  Appreciate  it  if  you  would  submit  your 
plan  to  this  committee. 

Mr.  Chiles.  Yes,  sir. 

Mr,  Norwood.  I  would  like  to  ask  you  to  tell  me  that  if  we  use 
Mr.  Kasich's  budget  numbers,  and  that  is  all  we  are  dealing  with 
at  this  point,  and  we  do  block  grant  the  money  back  to  the  States 
from  Medicaid,  will  Florida  get  more  money  in  1996  than  it  did  in 
1995? 
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Mr,  Chiles.  I  believe  that  the  part  of  the  way  this  is  designed, 
and  I  think  that  is,  under  the  budget  resolution,  kind  of  clever.  You 
know,  we  are  going  to  save  the  pain  through  the  next  election.  So 
you  are  going  to  give  us  a  little  more  in  1996,  then  you  start 

Mr.  Norwood.  The  answer  is,  yes,  they  are  going  to  get  more  in 
1996  than  1995? 

Mr.  Chiles.  In  actual  dollars,  yes. 

Mr.  Norwood.  How  about  1997?  Will  they  get  more  in  1997  than 
in  1996? 

Mr.  Chiles.  I  think  we  still  get  more  actual  dollars,  yes. 

Mr.  Norwood.  You  would  probably  debate  that  doesn't  suit  you? 
That  isn't  enough? 

Mr.  Chiles.  No,  I  would  debate  that  with  the  increased  caseload 
that  I  have 

Mr.  Norwood.  You  would  say  the  1996  amount  doesn't  suit  you? 
That  is  not  quite  as  much  as  you  would  like  to  have? 

Mr.  Chiles.  I  would  say  we  will  not  have  as  much  money  to 
spend  for  people  on  Medicaid  in  1996  or  1997  or  1998  or  in  1999, 
in  any  of  those  States. 

Mr.  Norwood.  But  the  government  is  going  to  send  you  an  in- 
creased amount  of  dollars.  Just  not  the  amount  you  would  wish  to 
have. 

Mr.  Chiles.  That  is  right. 

Mr.  Norwood.  So  the  debate  is  about  how  much  we  increase  our 
spending,  not  cuts.  I  don't  want  to  belabor  that,  except  to  tell  you 
that  that  is  very  confusing  for  the  American  people. 

Mr.  Chiles.  Well,  it  is  also,  Congressman,  just  like  the  debate 
about,  you  know,  your  paycheck.  You  are  going  to  get  more  dollars 
because  you  have  a  cost-of-living  increase,  but  I  don't  think  you 
consider  that  a  raise.  I  didn't  when  I  was  here. 

Mr.  Norwood.  Actually,  I  am  not  for  that  either,  in  a  govern- 
ment that  can't  really  afford  it. 

If  you  are  able  to  manage  Florida's  Medicaid  program  through 
the  block  grant  program,  do  you  envision  that  Florida  would  set 
priorities  in  health  care? 

Mr.  Chiles.  Absolutely. 

Mr.  Norwood.  Do  you  believe  that  perhaps  the  Federal  Govern- 
ment cannot  simply  buy  everything  it  wants  to  buy  in  health  care? 
There  has  to  be  some  intelligent  guidelines  as  to  what  is  available. 
Do  you  agree  with  that? 

Mr.  Chiles.  Sure. 

Mr.  Norwood.  The  growth  rate,  I  heard  earlier,  has  averaged, 
in  Medicaid,  15  percent  a  year.  And  this  is  for  anybody.  Does  any- 
one know  how  much  of  that  growth  rate  might  be  contributed  to 
a  Congress  that  has  mandated  increased  services? 

Mr.  BiLlRAKlS.  Whoever  answers  that,  please  do  it  quickly. 

Mr.  Norwood.  Just  answer  it. 

Mr.  Engler.  It  is  partly  that  and  partly  restrictions  on  our  abil- 
ity to  actually  run  the  program.  I  mean  it  is  a  combination  of  fac- 
tors. I  think  if  we  look  at  what  the  private  sector  has  been  able 
to  successfully  do  in  terms  of  bringing  its  costs  down,  some  of  those 
savings  are  potentially  there  for  States  as  well. 
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Mr.  Chiles.  And  it  is  partly  that  people  from  a  lot  of  States  are 
moving  to  Florida,  and  as  they  age,  you  know,  they  become  Medic- 
aid recipients, 

Mr.  Norwood.  Not  talking  numbers  here.  I  am  talking  about  in- 
creased services.  I  know  numbers  is  part  of  it,  too,  but  I  wondered 
what  of  that  15  percent  had  to  do  with  increased  mandated  serv- 
ices on  the  States. 

Mr.  BiLlRAKis.  The  gentleman's  time  has  expired.  The  gentleman 
from  Connecticut,  Mr.  Franks. 

Mr.  Franks.  Thank  you,  Mr.  Chairman,  and  I,  too,  would  like  to 
welcome  the  Governors,  and  I  will  be  very,  very  quick  and  brief. 

My  question  deals  solely  with  the  poor,  those  individuals  on  wel- 
fare, and  the  issue  would  be  population  shifting.  Without  limited 
Federal  oversight,  how  do  we  avoid  the  prospect  of  creating  a  true 
State  that  would  be  the  new  "welfare  state"? 

Because  won't  the  individuals  who  are  poor  do  some  evaluation 
work  themselves,  and  would  look  at  the  benefits  in  one  State  per 
AFDC,  housing,  health  care,  et  cetera,  and  move  to  the  newly  cre- 
ated welfare  state?  And  wouldn't  each  Grovemor  strive  to  be  what 
can  be  perceived  as  being  the  best  from  one  person's  perspective 
but  obviously  from  another  person's  viewpoint  the  worst  Governor 
in  the  country  per  se? 

And,  obviously,  those  States  like  mine,  Connecticut,  that  are 
deemed  as  being  more  of  the  affluent  States  in  the  country,  are 
very  concerned  about  the  prospects  of  people  looking  at  our  State, 
and  possibly  other  States  around  the  country,  as  being  that  type 
of  State.  And,  yet,  obviously,  proposals  can  be  put  forth  by  respec- 
tive Goveniors  ihat  would  prevent  that  from  happening,  but  there 
could  be  a  big  rush  for  all  the  Governors  saying,  I  can  do  better 
than  you.  You  are  saying  this;  I  am  going  to  do  this.  You  are  saying 
this;  I  will  do  this. 

Mr.  Engler.  That  is  the  race  to  the  bottom  theory  that  has  been 
talked  about.  I  think  it  has  to  be  discounted  significantly.  You 
know,  rent  plays  a  role,  the  cash  benefit  plays  a  role,  all  that  stuff. 
I  would  rather  look  at  the  success  we  have  had.  We  have  had  about 
100,000  people  move  off  of  AFDC,  and  we  hope  that  they  will  be 
able  to  continue  to  work  and  continue  to  have  employment  situa- 
tions where  they  are  going  to  be  insured.  That  is  the  way  to  reduce 
the  rolls,  that  is  the  way  you  help  make  more  benefits  available  for 
those  who  need  it. 

Mr.  Franks.  So  you  are  saying  people  will  not  make  an  evalua- 
tion of  the  benefits  per  each  State  and  make  a 

Mr.  Engler.  There  is  no  evidence  they  have  done  that  on  the 
basis  of  cash  welfare  benefits  in  the  Midwest. 

Mr.  Franks.  Well,  I  would  tell  you  that  people  on  welfare  have 
said  to  me;  that  is  what  they  are  going  to  do,  being  in  one  State 
versus — I  am  not  saying  that  is  not  something  we  should  not  en- 
courage, but  without  some  limited  Federal  oversight,  some  mini- 
mum requirements,  then  we  are  looking  at  that  prospect.  That  is 
my  point. 

Mr.  Leavitt.  The  State  of  Vermont  currently  has  cash  welfare 
benefits  totaling  $900,  whereas  the  average  would  be  somewhere  in 
the  neighborhood  of  3  or  4,  and  you  don't  see  any  particular  land 
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rush  to  Vermont.  I  think,  as  the  Governor  has  suggested,  that  is 
highly  overstated  as  an  issue. 

Mr.  Franks.  Governor  Chiles? 

Mr.  Chiles.  I  would  say  that  a  heck  of  a  lot  of  people  come  to 
Florida  every  year  and  we  don't  pay  very  much.  So  they  are  not 
coming  for  the  welfare  benefits. 

Mr.  Engler.  They  are  Haitians  and  Cubans,  though;  aren't  they? 

Mr.  Chiles.  Not  all. 

Mr.  BiLBRAY.  New  Yorkers. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired.  Mr.  Hall,  did 
you  have  anything,  quickly,  for  these  gentlemen? 

Mr.  Hall.  No,  thank  you,  Mr.  Chairman. 

Mr.  BiLlRAKlS.  Well,  gentlemen,  I  appreciate  very  much  your  tak- 
ing the  time  to  be  here  and  staying  as  long  as  you  have.  I  hope 
we  have  not  messed  up  your  schedules  too  badly.  Thanks  for  all 
your  assistance. 

[Whereupon,  at  12:15  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  the  call  of  the  Chair.] 

[Additional  material  submitted  for  the  record  follows:] 

Prepared  Statement  of  Tommy  G.  Thompson,  Governor,  State  of  Wisconsin 

Mr.  Chairman  and  members  of  the  subcommittee,  most  notably  Congressman 
Klug  from  our  great  State,  it  is  a  pleasure  to  provide  this  statement  in  support  of 
congressional  efforts  to  block  grant  the  Medicaid  program  to  the  states. 

There  is  ample  evidence  for  the  need  to  turn  Medicaid  over  to  the  states  under 
a  flexible  block  grant.  Throughout  the  1980's  and  early  1990's,  states  were  con- 
fronted with  a  relentless  avalanche  of  federal  mandates,  as  well  as  with  an  unprece- 
dented level  of  micro-management.  The  result  has  been  unsustainable  growth,  an 
array  of  Byzantine,  virtually  unintelligible  requirements,  and  the  straight  jacketing 
of  progress  and  innovation. 

Wisconsin  is  a  prime  example  of  why  states — and  not  the  federal  government — 
are  best  equipped  to  take  Medicaid  into  the  21st  century.  Tha-ough  effective  use  of 
managed  care  and  a  variety  of  cost  containment  initiatives,  Medicaid  expenditure 
growth  in  Wisconsin  has  been  consistently  33  to  50  percent  below  national  Medicaid 
growth  rates.  This  was  done  while  keeping  Wisconsin  Medicaid  coverage  the  broad- 
est in  the  nation.  In  voluntary  partnership  with  health  maintenance  organizations, 
community  providers,  and  community-based  organizations,  we  have  significantly  im- 
proved access  to  and  quality  of  care  for  low-income  women  and  children  through  the 
use  of  managed  care.  Furtiier,  we  leverage  private  sector  competition  where  ever 
possible  to  contain  costs.  As  a  result,  our  Medicaid  administrative  costs  and  staffing 
levels  are  among  the  lowest  in  the  nation  for  any  health  insurer,  public  or  private. 

In  order  for  the  block  grant  approach  to  be  successful,  three  basic  principles  must 
be  followed  in  crafting  a  new,  streamlined  Title  19.  First,  Congress  needs  to  provide 
states  with  a  maximum  degree  of  flexibility?  Specifically,  states  need  the  ability  to 
set  their  own  policies  with  respect  to  eligibility,  coverage,  reimbursement,  and  man- 
aged care. 

Second,  the  individual  entitlement  must  end.  The  history  of  the  last  thirty  years 
has  taught  us  that  open-ended  entitlements  merely  create  dependency,  unwieldy  bu- 
reaucracies, and  an  uncontrollable  and  indefensible  tap  on  taxpayer  dollars.  Finally, 
the  base  year  and  annual  growth  rates  in  federal  funding  must  be  equitable  to  all 
states. 

As  a  governor,  my  commitment  to  health  care  for  the  poor  is  clear  and  certain. 
However,  as  a  governor  I  do  not  try  to  prove  my  commitments  by  throwing  ever  in- 
creasing amounts  of  taxpayer  dollars  at  an  already  broken  program.  Working  to- 
gether, I  am  confident  that  we  will  be  able  to  craft  a  block  grant  system  that  will 
provide  states  with  the  means  to  deliver  health  care  to  low-income  populations 
while  ensuring  the  responsible  use  of  limited  taxpayer  dollars. 

Thank  you,  Mr.  Chairman. 
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Prepared  Statement  of  Roy  Romer,  Governor,  State  of  Colorado 

Mr.  Chairman  and  members  of  the  committee,  thank  you  for  the  opportunity  to 
submit  testimony  on  the  critical  issue  of  proposed  changes  in  the  Medicaid  program. 

As  a  governor,  I  have  very  mixed  feelings  about  the  changes  in  Medicaid  this  Con- 
gress is  proposing.  I  have  been  a  consistent  participant  in  efforts  to  reduce  the  fed- 
eral deficit.  I  believe  that  Medicaid  must  be  considered  along  with  all  other  federal 
programs  as  a  possible  source  for  savings  as  we  seek  to  balance  the  budget.  At  the 
same  time,  I  do  not  see  a  credible  set  of  programmatic  changes  that  can  be  put  into 
place  to  reach  the  savings  that  you  intend  to  achieve  in  Medicaid.  I  do  not  believe 
that  poor  and  working  families  and  people  with  disabilities  should  bear  the  full  bur- 
den of  efforts  to  balance  the  budget.  Yet,  so  far  as  I  can  tell,  that  will  be  the  pri- 
mary result  of  many  of  the  current  congressional  proposals. 

As  the  former  chairman  of  the  National  Governors'  Association  I  had  the  oppor- 
tunity to  lead  a  discussion  among  my  peers  regarding  health  care  reform.  Just  two 
short  years  ago  we  reached  consensus  that  cost  containment  and  universal  coverage 
were  key  goals.  Medicaid  cuts  run  counter  to  both  of  these  goals.  Two  years  ago  we 
spoke  of  tne  need  to  end  cost  shifting  from  the  uninsured  to  the  insured.  Todays 
Medicaid  cuts  will  increase  costs  for  employers,  employees,  and  sole  proprietors. 

I  realize  that  universal  coverage  is  no  longer  seriously  being  considered,  but  that 
does  not  mean  we  should  take  steps  that  we  know  will  increase  the  number  of  unin- 
sured. In  my  state,  if  it  were  not  for  Medicaid,  28%  of  the  children  would  have  no 
health  insurance.  In  my  state,  Medicaid  pays  for  65%  of  nursing  home  days.  In  my 
state,  Medicaid  fills  in  the  huge  gaps  in  coverage  left  by  Medicare  for  45,000  people. 
In  short:  Medicaid  is  attempting  to  cover  for  the  fact  that  this  country  has  no  health 
insurance  policy,  no  longterm  care  policy,  and  incomplete  coverage  for  the  elderly. 
No  wonder  Medicaid  costs  are  rising — ^like  our  schools,  every  year  we  ask  this  pro- 
gram to  take  on  new  responsibilities  because  there  is  no  other  place  to  turn. 

I  believe  that  Medicaid  can  be  made  a  more  efficient  program.  If  we  were  to  sit 
down  and  have  a  discussion  about  changes  to  make  in  this  program,  we  could  iden- 
tify a  number  that  would  decrease  Medicaid  costs.  Governors  have  repeatedly  asked 
for  more  flexibility,  and  I  believe  flexibility  can  improve  the  efficiency  of  the  pro- 
gram. However,  the  cuts  this  Congress  seeks  to  make  in  Medicaid  were  developed 
for  the  purpose  of  balancing  the  budget.  We  cannot  make  those  cuts  without  elimi- 
nating services  or  cutting  people  off  of  the  program. 

It  is  nonsense  to  imagine  that  the  efficiencies  created  through  a  block  grant  will 
be  sufficient  to  bring  down  program  growth  to  4%  per  year.  My  state  has  one  of 
the  highest  rates  of  HMO  enrollment  in  the  country  and  we  have  been  aggressive 
in  contracting  with  these  HMOs  to  serve  Medicaid  clients.  Savings  of  the  size  being 
discussed  cannot  be  generated  by  reljdng  upon  managed  care. 

If  this  Congress  is  not  willing  to  make  concrete  decisions  about  which  populations 
it  no  longer  wishes  to  serve,  those  decisions  will  be  forced  upon  governors  and  state 
legislatures.  We  will  have  to  choose  between  serving  our  children  and  serving  our 
elders.  We  will  have  to  choose  between  funding  our  schools  and  paying  for  needed 
health  care.  And,  of  course,  we  will  make  these  decisions  with  fewer  federal  re- 
sources than  we  have  had  in  the  past. 

I  am  prepared  to  roll  up  my  sleeves  and  solve  this  country's  deficit  problem.  I 
would  like  to  do  that  in  partnership  with  the  federal  government  because  I  believe 
we  need  to  address  this  issue  as  a  nation.  If  the  federal  policy  is  block  grants  com- 
bined with  substantial  cuts,  the  federal  government  will  have  walked  away  from  the 
problem,  rather  than  grappled  with  it  and  solved  it. 

Let  me  emphasize  the  importance  of  the  state-federal  partnership  in  addressing 
issues  like  providing  health  care  to  our  citizens.  Federal  participation  ensures  that 
states  can  withstand  the  effects  of  regional  economic  downturns.  Our  psirtnership 
directs  resources  to  states  with  large  elderly  and  disabled  populations  so  that  funds 
remain  available  in  those  states  to  educate  their  children.  By  contrast,  block  grants 
shift  all  of  the  risk  of  rising  health  care  costs  to  the  states.  While  we  all  agree  that 
the  terms  of  the  state-federal  relationship  need  to  be  revised,  I  urge  you  not  to  walk 
away  from  this  partnership. 

I  strongly  encourage  this  committee  to  do  the  hard  work  of  reexamining  the  Med- 
icaid program  and  the  consequences  of  the  cuts  that  are  proposed.  I  encourage  this 
committee  to  struggle  with  the  issues  that  you  may  soon  force  upon  governors.  If 
there  is  a  better  way  to  deliver  needed  health  care  services  to  low  and  moderate 
income  Americans  while  reducing  the  federal  deficit,  let  us  design  that  system  to- 
gether. 

One  of  the  stated  objectives  of  balancing  the  federal  budget  is  to  reduce  the  bur- 
den our  children  will  bear.  If  we  leave  our  children  unhealthy,  without  prenatal 
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care,  and  in  a  struggle  over  limited  resources  against  their  more  politically  powerful 
grandparents,  we  have  done  them  no  favors. 
Again,  I  thank  you  for  the  opportunity  to  present  this  testimony  to  the  committee. 


Prepared  Statement  of  Pete  Wilson,  Governor,  State  of  California 

Mr.  Chairman  and  members  of  the  Subcommittee,  thank  you  for  the  opportunity 
to  submit  testimony  on  one  of  the  most  compelling  topics  of  the  day:  how  the  federal 
government  and  the  states  can  work  together  to  provide  an  effective  and  efficient 
medical  safety  net  for  the  country's  low-income  and  disabled  populations. 

I  applaud  the  leadership  of  the  House  and  this  committee  for  their  willingness 
to  taclde  this  very  difficult  issue  and  for  their  inclusion  of  Governors  in  this  historic 
debate.  The  House  has  actively  sought  the  comments  of  Governors  and  Medicaid  di- 
rectors. This  has  been  an  important  and  productive  dialogue;  I  look  forward  to  it 
continuing  throughout  the  legislative  process. 

Medicaid  has  become  known  as  the  "Pac-Man  of  State  budgets"  due  to  its  expo- 
nential growth  in  recent  years.  The  general  fund  cost  of  California's  Medicaid  pro- 
gram, for  example,  has  grown  from  roughly  $4  billion  in  state  fiscal  year  1990-91 
to  over  $6  billion  in  1994-95.  In  the  absence  of  program  reform  at  the  federal  level, 
state  Medicaid  spending  will  grow  to  an  estimated  $10  billion  by  1999-2000,  con- 
suming scarce  state  resources  and  limiting  funds  available  for  other  priorities. 

The  truly  unfortunate  fact  is,  this  exponential  growth  has  not  yielded  a  great  im- 
provement in  the  provision  of  quality,  accessible  health  care  to  low-income  and  dis- 
abled populations.  Medicaid  is  an  example  of  an  entitlement  program  in  dire  need 
of  reform.  Turning  Medicaid  into  a  block  grant  to  stetes  is  a  proposal  whose  time 
has  come  and  is  one  of  the  potential  solutions  that  must  be  given  active  consider- 
ation. 

A  Medicaid  block  grant,  properly  and  equitably  structured,  offers  considerable 
promise  in  meeting  two  important  state  imperatives.  First,  a  block  grant  would  give 
states  the  opportunity  to  structure  programs  in  innovative  ways  that  reflect  the  spe- 
cific needs  of  low-income  populations,  state  priorities,  and  fiscal  realities.  States 
around  the  nation  are  bursting  with  good  ideas  for  reforming  their  Medicaid  pro- 
grams in  an  effort  to  improve  quality  and  access  and  to  contain  costs.  The  costly, 
time-consuming  federal  waiver  process  has  not  provided  states  with  the  flexibility 
they  need. 

Second,  a  block  grant  would  give  stetes  the  opportunity  to  get  out  from  under,  the 
budgetary  havoc  and  federal  micromanagement  that  characterize  Medicaid  as  cur- 
rently structured.  Legislative,  regulatory  and  judicial  mandates  at  the  federal  level 
have  expanded  eligibUity,  provider  reimbursement  levels,  and  benefits  creating  sub- 
stantial and  ofi^n  unpredictable  cost  growth  in  Medicaid — and  creating  major  budg- 
et problems  for  states. 

In  addition,  the  federal  Health  Care  Financing  Administration's  "one-size-fits-all" 
mentality  towards  regulations  does  not  reflect  tirie  diversity  of  stete  needs  and  cir- 
cumstences  across  the  nation,  or  within  a  particular  state,  and  has  created  a  rigid, 
inflexible  and  categorical  system  driven  more  by  bureaucratic  whim  than  rational 
program  administration.  Medicaid's  rigid  program  structure  and  the  laborious  and 
costly  process  required  to  obtain  federal  waivers  have  stymied  States  in  their  efforts 
to  achieve  program  innovation. 

During  the  debate  on  this  and  other  block  grants,  governors  have  been  accused 
of  lacking  compassion  for  the  welfare  of  our  nation's  children.  In  California,  we  have 
an  excellent  example  of  how  it  is  the  current  Medicaid  system,  with  its  cumbersome 
federal  laws  and  regulations,  that  lacks  compassion  as  it  stands  in  the  way  of  the 
State's  innovative  efforts  to  extend  vital  benefits  to  uninsured  low-income  children. 

In  California,  thousands  of  working  families  with  children  under  5  years  of  age 
cannot  afford  health  insurance  for  their  children.  As  a  result,  these  children  often 
go  witjiout  the  primary  and  preventive  care  they  need.  Their  only  contact  with  the 
health  care  system  is  through  an  emergency  room. 

To  assist  these  children,  I  have  designated  $100  million  in  the  State  budget 
which,  if  matched  by  federal  funds,  could  provide  primary  and  preventive  care  to 
California's  600,000  uninsured  low-income  children  under  age  5.  However,  under 
the  current  Medicaid  program,  stetes  cannot  receive  matching  funds  unless  a  com- 
prehensive benefits  package  is  provided — with  a  price  tag  of  $400  million. 

The  result,  California  will  be  forced  to  either  apply  for  a  waiver,  which  could  take 
over  one  year  to  receive  and  is  subject  to  judicial  review,  or  use  the  available  state 
funds  to  provide  benefits  to  only  a  limited  number  of  children. 

The  federal  government  should  be  making  it  easier,  not  harder,  for  states  to  help 
children  in  need. 
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In  short,  a  Medicaid  block  grant  has  the  potential  of  not  only  bringing  heretofore 
unknown  fiscal  discipline  to  a  program  now  growing  beyond  federal  and  state  gov- 
ernment's ability  to  pay,  but  unleashing  state  innovation  and  creativity  to  improve 
the  delivery  and  quality  of  health  care  for  our  most  vulnerable  citizens. 

As  you  mshion  a  Medicaid  block  grant  for  the  states,  it  is  imperative  that  it  be 
programmaticalW  and  financially  structured  to  give  states  equal  opportunity  to 
manage  successfully  a  slower-growing  program. 

First,  block  grants  must  be  truly  free  of  unnecessary  federal  strings  and  require- 
ments. If  the  mture  growth  of  federal  Medicaid  payments  to  states  is  limited  to  an 
average  of  about  5  percent,  as  is  suggested  by  the  House  Budget  Committee,  states 
must  be  given  sufficient  flexibility  to  lower  program  growth.  There,  of  course,  must 
be  accountability.  However,  states  must  have  broad  flexibility  to  establish  benefits, 
provider  reimbursement  levels,  delivery  systems,  and,  most  unportantly,  eligibility. 
Set-asides"  that  target  priority  populations  could  be  acceptable,  if  they  are  appro- 
priately structured  to  maximize  state  flexibility  to  provide  care  consistent  with  state 
priorities.  The  key  requirement  of  state  flexibility,  nevertheless,  is  that  the  individ- 
ual entitlement  to  services  that  is  now  in  place  must  be  eliminated. 

Second,  the  federal  funding  baseline  and  growth  rates  established  by  a  block 
grant  must  reflect  the  different  realities  and  circumstances  faced  by  different  states. 
A  federed  baseline  that  freezes  in  place  today's  federal  contributions  would  penalize 
states  like  California  that  have  already  reduced  costs  and  have  historically  been  dis- 
advantaged by  inequitable  matching  ratios.  Further,  a  flat  growth  rate  adjustment 
does  not  equitably  account  for  the  disparate  program  experience  across  states. 

To  ensure  funmng  equity,  the  baseline  established  must  include  a  reasonable  "eq- 
uibr"  adjustment  for  states  like  California  to  ensure  that  we  are  not  permanently 
locked  into  a  funding  disadvantage.  Further,  the  growth  rate  must  be  established 
to  give  states  an  equal  opportunity  to  meet  the  financial  targets  set  by  the  federal 

fovemment.  In  particular,  severity  of  care,  caseload,  growth,  and  the  number  of  el- 
erly  in  the  state,  all  of  which  states  have  limited  ability  to  curtail,  should  be  ac- 
counted for  in  any  growth  formula. 

Third,  block  grant  must  reflect  the  exclusive  responsibility  of  the  federal  govern- 
ment for  the  costs  of  providing  health  care  to  illegal  aliens.  'The  idea  of  simply  elimi- 
nating the  OBRA  '86  mandate  on  states  to  provide  emergency  services  to  illegal 
aliens,  without  making  provision  for  the  costs  of  care  provided  by  hospitals  and  phy- 
sicians, is  unacceptable  and  would  shift  the  obligation  to  cover  illegal  aliens  to 
states  and  health  care  providers.  The  federal  government  must  assume  full  financial 
responsibility  for  the  emergency  care  needs  of  illegal  aliens  through  establishing  a 
direct  billing  mechanism  between  the  federal  government  and  the  provider  of  serv- 
ices rendered  to  illegal  immigrants. 

While  the  prospect  of  a  Medicaid  block  grant  engenders  several  concerns  and  cau- 
tions, it  cannot  be  emphasized  enough  that  the  current  Medicaid  system  is  falling 
short  of  meeting  the  needs  of  both  beneficiaries  and  taxpayers.  Federal  policies  have 
yielded  a  program  incapable  of  effectively  meeting  the  medical  needs  of  low-income 
and  disabled  persons  in  a  cost-efficient  manner,  and  have  locked  in  very  obvious  in- 
equities between  states. 

Neither  taxpayers  nor  beneficiaries  can  afford  for  the  current  Medicaid  system  to 
continue.  If  provided  flexible  and  equitable  block  ^ants,  states  can  develop  new  sys- 
tems, based  on  local  needs  and  resources,  that  will  provide  access  to  cjuality  healtli 
care  to  the  nation's  most  vulnerable  populations,  ana  keep  cost  growth  in  check. 
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C-  27.  SHORT-TERM  MEDICAID  POUCY 


Preface 


Thi-  iiaiiun's  Govcniurt  rcioKnl/i-  iliai  rapUlly  esc-jljiinx  health  lari-  msis  in  ihc  fate  ol  ihi- 
incri-asiiiK  iiifd  for  hvalih  mre  acic^s  is  ihc  (.-ssentc  »l  ihc  health  I'arf  irisi.i  ilui  coiifroiiis  mir 
naiiiin.  Tlie  (■•ovcrnnrt  arc  al«>  aware  of  (he  varied  and  complex  faeiors  thai  must  he  doali  wiili  il 
we  are  In  ai  hievr  a  solution  lo  iliis  crisis 

Currently.  ihiriVHrne  siai«-»  arc  siru|Qtl>nK  wiih  hutlKCl  shorifalls.  A  si^iOcani  pan  of  ihc  nsc;il 
pressure  on  stales  Is  coininx  from  increased  cosis  in  the  Medicaid  propram.  In  I9HII.  McJitai<l 
spending  accoiinicti  for  V  percent  of  stales  budgets:  In  1990.  It  accounted  for  nc-jrly  1 4  percent  ol 
all  Slate  speiKliii);. 

Ilic  liicn-xsetl  costs  i>f  Mcdli-ald  not  only  represent  the  fienerally  InHaled  cost  of  health  care 
experienced  by  all  purchasers,  but  arc  exaccrl>ated  by  four  years  of  Medicaid  mandates. 

Slates  inusi  have  some  iinmedlaie  a-lief  from  the  real  and  pressing  problems  presented  bv  ihc 
Mcdk  aid  program  if  ihey  are  it>  move  forward  on  lonft-lerrn  solutions.  Ihercforc,  the  (Kivemors  i  all 
on  Congress  and  the  administration  to  work  with  us  to  Immcdiauiy  make  the  following  changes  to 
the  Medicaid  program. 

•  Congress  should  delay  the  nundaied  Implemrniatlon  of  the  1990  Me<Ucald  mandates 
for  mo  years,  litis  will  give  federal  and  state  govenimeiils  time  U)  asiievs  the  depth  of  ilic 
recession  and  the  opportunity  to  dcxt-'lop  long-term  solutions  for  the  rcstrtKiurlng  of  the 
Medk^il  program.  Accountability  bused  u|X>n  resulu  Is  a  better  (esc  of  .state  |x-r(oriiiaiu  c 
than  strict  complluiHC  with  mandated  prtK'edurcs.  In  return  for  ncxibillty.  Uie  Governors 
sc-ek  to  work  with  the  atliniiiisirjiion  and  (Uxigress  to  develop  siate-specinc  inutuallv 
accepubic  agreemencs  to  measun-  accountability. 

^«  Stales  ninst  not  lie  expected  to  linpleiiieni  any  .Medicaid  pro{;rain  clianges  until  the 
Health  ( jtre  Financing  Administration  ( HCFA)  has  published  final  regulations  to  guide 
program  admlnlstratlotv 

•  Stales  inosl  be  allowed  to  maintain  iheir  complete  aaihorlty  to  raise  Ainds  lo  match 
federal  Medicaid  doilars  wlihoul  restrlcllon  Erom  the  federal  govemmeni. 

«  To  promote  cost  control  and  e0lclency.  stales  shonld  be  eneoiiraged  lo  continue 
liini>Tallons  In  provider  payment  methods.  Ihotigh  Metlloire  and  most  private  |»ycr< 
haw  movetl  away'from  cost  ha.se(l  reimbursement,  federal  Icgislailiin  hxs  inaiKlaicd  ihai 
certain  Medicaid  providers  be  paid  on  the  basis  of  costs,  in  operating  our  Mcdii~aid 
programs,  states  should  not  be  denieti  cost  control  options  available  to  the  fedcTal  govcm- 
nienl  Ln  operating  the  Medicare  program. 
In  addlUrm.  with  respect  to  three  partiitilarly  irouhlcsinne  mandates  over  the  last  four  ycar^. 
(he  Uovemon  call  upon  Congress  and  the  adniinis'raUoii  to  make  Uiv  following  spidllc.  program- 
matic changes. 

27.2  Qnallfled  Medicare  Beneficiaries  (QMB's) 

Congress  shonld  assume  full  financial  responsibility  for  all  low-Income  Medicare 
beneficiaries  who  are  not  otherwise  Medicald^Uglble.  Since  the  pa.ssa||e  of  the  Medicare 
catastro|}hlc  legisiaHtm  In  I9ti8,  Uk'  fedcTal  goveriiment  has  iiKTcasingly  passed  on  to  iIk'  siati-s  the 
responsibility  to  protect  low-income  Medicare  Ixiiclidartes. 

27.3  Nursing  Home  Reform 

States  should  be  considered  In  compliance  with  the  law  if  a  comparable  quality  assurance 
program  Is  In  place  or  developed.  In  the  Umnibus  Hcconciliattt  n  Act  of  19H7.  ( j>ngress  mandated 
extensive  new  quality  assurance  measures  for  the  Medlciiid  nursing  home  program.  Ilie  statutorv 
language  pennits  limited  sute  flexibility  and  puts  Congress  in  (he  position  of  micTo-managing  the 
program. 

27.4  Early  Periodic  Screening,  Diagnosis,  andTreatineni  (EPSDT) 

In  "technical"  amendments  to  the  liPSDT  program  legislated  In  1989.  Congress  added  major 
costs  tti  this  program.  'I'hcrcfore.  the  Govcmi>rs  propose  two  technical  amendments  to  the  1989  lavi 


•  With  regard  to  screening  services,  clarify  that  states  have  the  authority  lo  specify 
qualified  screening  providers  and  thai  sutes  are  permitted  So  Insist  that  such  a 
provider  can  be  required  lo  provide  all  screening  services. 

•  Give  Slates  Ihe  authority  to  provide  only  those  services  Idenllfled  In  a  screen  that  are 
currently  ofiered  in  a  state's  Medicaid  program. 

While  these  changes  clearly  will  not  resolve  (he  nation's  long.ierm  suugglc  to  restructure  the 
Medicaid  program,  they  will  provide  immediate  and  sensible  relief  in  dire  cctmomic  limes.  Ihcse 
changes  also  would  mark  the  beginning  of  a  new  and  real  partnership  between  the  federal 
government  and  sute  governments  over  the  design  and  Iraplemeniatlon  of  the  Medicaid  program. 
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0«ar  M«gib«r  of  Cengrassi 

Todar  tta*  aatloa'a  Govaraora  took  action  ealliag  on  Ceafraaa  and  tha 
Nhlta  Rouaa  to  adopt  a  two  yoar  fraaaa  oa  tha  aaactaaat  of  fnrthar 
Nadleald  aaadataa.  Our  laaelutioa  waa  baaad  oa  our  iaeroaalag 
coacora  with  tba  lapaet  of  tha  laat  thraa  rmtt  of  Nadleald  aaadataa 
oa  oar  budgata.  aad.  coaaaquaatl^.  oa  our  ability  to  proporly  fuad 
adneatloa  aad  othar  laportaat  aarvicaa. 

Iha  Govaraora  eoatlaoa  to  airport  atata  optloaa  to  aaaora  Nadleald 
•llglblllty  to  our  seat  volaarabla  populatloaa.  Neraevar,  «a  ara 
kaaaly  awara  that  37  ■lllioa  Aaorlcaaa  raaala  oalaaurad. 
Coaaaguaatlr.  «a  ballava  aew  la  tha  tiaa  to  dabata  aolntloaa  to  our 
aatieaal  haalth  eara  erlala  that  accooMdata  both  aceaaa  to  quality 
hoalth  caro  for  all  taarleaaa  and  tha  aoad  to  eoatrel  aplrallag 
haalth  eara  coata. 

Tba  Govaraora  propoaa  to  uaa  tha  tvo-yaar  fraaaa  to  work  with 
Coagraaa  aad  tha  Mblto  Heuaa  oa  a  bipartlaaa  baala,  aa  «•  did  oa 
wolfara  rafom,  to  flad  tha  baat  aolutloaa  to  tha  haalth  eara  eriaia 
that  coatroata  thla  aatlon. 
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SUSPENSION 


RESOLUTION*  ON  HEALTH  CARE 

(Proposed  by  the  Commiaee  on  Human  Resources) 

BE  IT  KESOLVED,  that  the  tiation  's  Coventors  call  oti  Cotignss  and  the  White  Hoiae  not  to 
enact  aity  Medicaid  mandates  for  a  period  of  two  years.  Recettt  Medicaid  mandates  have  put 
great  stress  ott  state  budgets  and  undennitted  the  states '  ability  to  properly fiatd  education  and 
other  importaiu  services. 

Governors  recognize  that  there  is  an  urgent  need  to  ensure  the  availability  and  qtuxlity  of 
health  care  for  all  of  our  citixau,  as  welt  as  to  control  health  care  costs.  There  are  currently 
more  than  37  million  Aittericans  -  most  of  them  workingfatnilies  attd  drtldren  -  without  access 
to  basic  health  care. 

The  accelerating  costs  of  Medicaid,  Medicare,  and  other  beattb  progranu  argue  for  a  new  . 
look  at  health  care  financbtg  options,  tnclttdit^  federaUxation  of  Medicaid  or  an  aggressive 
effort  to  restructure  the  system. 

Therefore,  the  Governors  propose  to  use  the  two-year  freexe  to  work  with  Congress  attd  the 
White  House  on  a  bipartisan  basis,  as  we  did  on  vuelfare  rtform,  to  find  the  best  solutiotts  to 
stent  escalatittg  costs  while  ensuring  access  to  needed  health  care  services  for  alt  Aittericans. 
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TRANSFORMATION  OF  THE  MEDICAID 
PROGRAM 


THURSDAY,  JUNE  15,  1995 

House  of  Representatp/es 
Committee  on  Commerce, 
Subcommittee  on  Health  and  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:30  a.m.,  in  room 
2322,  Rayburn  House  Office  Building,  Hon.  Michael  Bilirakis 
(chairman)  presiding. 

Members  present:  Representatives  Bilirakis,  Hastert,  Steams, 
Klug,  Franks,  Greenwood,  Burr,  Whitfield,  Ganske,  Norwood, 
Cobum,  Bliley  (ex  officio),  Waxman,  Stupak,  Wyden,  Bryant, 
Towns  and  Pallone. 

Staff  present:  Melody  J.  Hamed,  majority  counsel;  Mary  M. 
McGrane,  majority  counsel;  Howard  Cohen,  majority  counsel;  and 
Kay  Holcombe,  minority  professional  staff  member. 

Mr.  Bilirakis.  The  hearing  will  come  to  order. 

I  am  pleased  to  convene  today's  hearing  on  the  Vaccines  For 
Children  Program.  The  VFC  Program  was  enacted,  as  you  know, 
into  law  as  part  of  the  Omnibus  Budget  Reconciliation  Act  of  1993. 
Its  purpose  is  to  improve  childhood  immunization  rates  especially 
among  children  under  age  2.  It  was  designed  to  achieve  this  goal 
by  making  federally  purchased  vaccines  available  free-of-charge  to 
eligible  children. 

Under  the  new  program,  eligible  children  are  entitled  to  receive 
pediatric  immunizations  without  charge  for  the  vaccines  that  are 
used.  States  are  entitled  to  receive  pediatric  vaccines  purchased  by 
the  Federal  Government  for  federally  eligible  children  up  to  age  18. 
Program  registered  providers  are  entitled  to  receive  the  pediatric 
vaccines  from  States  at  no  charge. 

Eligible  children  are  those  that  are  Medicaid  eligible,  American 
Indian  or  Alaska  Native,  children  whose  health  insurance  does  not 
cover  the  cost  of  vaccines  and  who  receive  immunizations  at  feder- 
ally qualified  health  centers  or  rural  health  clinics. 

Since  its  inception,  serious  questions  have  been  raised  about  the 
effectiveness  of  this  program.  I  believe  the  goals  of  the  VFC  Pro- 
gram are  certainly  laudable.  Everyone  is  interested  in  seeing  that 
every  child  is  vaccinated.  However,  we  must  be  sure — we  must  look 
into  the  program  and  make  sure  that  it  is  the  appropriate  way  to 
reach  that  goal. 

There  are  still  issues  which  need  to  be  reexamined  by  Congress. 
These  issues  include  the  effectiveness  of  the  VFC  Program,  the  lack 
of  accountability,  and  the  disincentives  within  the  program  to  de- 
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velop  new  vaccines  for  children.  In  fact,  participants  in  our  third 
panel  are  experts  on  the  issue  of  vaccine  research  and  development 
and  will  discuss  this  particular  issue  in  great  detail. 

We  will  explore  tnese  issues  and  others  during  our  hearing 
today,  and  I  would  like  to  thank  our  witnesses  in  advance  for  tak- 
ing time  out  of  their  busy  schedules  to  testify  before  the  sub- 
committee and,  of  course,  look  forward  to  hearing  their  testimony. 
Thank  you. 

And  I  want  to  recognize  other  members  for  their  opening  state- 
ments, and  would  now  yield  to  Mr.  Waxman. 

Mr  Waxman.  Thank  you,  Mr.  Chairman. 

I  am  pleased  that  we  have  an  opportunity  to  look  at  the  Vaccines 
For  Children  Program  today  and  to  consider  the  impact  on  that 
program  and  the  children  who  it  is  designed  to  serve  if  it  is  sub- 
sumed within  a  block  grant  of  the  Medicaid  Program. 

In  our  opening  hearing  on  the  Republican  budget  proposal  to  se- 
verely reduce  spending  on  Medicaid  and  cap  the  program  at  a  no 
strings  block  grant,  we  heard  of  the  severe  financial  problems  that 
will  be  faced  by  many  of  our  States,  yours  and  mine,  particularly, 
Mr.  Chairman,  because  of  problems  with  the  distribution  of  the 
funds. 

We  saw  projections  of  the  numbers  of  beneficiaries  who  are  likely 
to  lose  their  assurance  of  coverage  if  the  growth  rate  of  Federal 
funds  is  held  to  the  level  of  4  percent  or  below.  We  began  to  sense 
the  intensive  warfare  that  will  ensue  for  the  limited  Medicaid  dol- 
lars between  children  and  the  elderly,  between  providers  of  preven- 
tive care  and  nursing  home  care,  between  severely  disabled  chil- 
dren and  needy  seniors. 

Fewer  children  will  be  covered  in  State  Medicaid  programs,  and 
certainly  we  will  stop  our  progress  toward  Medicaid  coverage  for  all 
children  below  poverty.  Surely  if  this  vaccine  program  disappears 
into  an  inadequately  funded  block  grant,  less  money  will  be  spent 
on  vaccines  and  fewer  poor,  uninsured  and  underinsured  children 
will  have  the  costs  of  their  vaccines  covered. 

With  the  severe  pressure  discretionary  funding  will  be  under  in 
this  budget  and  in  future  years,  there  will  be  no  replacing  these 
funds  with  any  increase  in  support  for  the  CDC  vaccine  program, 
and  what  funds  CDC  now  has  to  help  the  States  support  outreach 
activities  will  disappear  in  an  effort  to  try  to  mitigate  the  loss  of 
the  Vaccines  For  Children  Program. 

Mr.  Chairman,  we  have  many  differences  on  this  subcommittee, 
but  surely  we  all  share  the  goal  of  achieving  the  highest  possible 
immunization  rate  for  our  children. 

Today  we  will  hear  from  the  American  Academy  of  Pediatrics, 
the  Association  of  State  and  Territorial  Health  Officers,  and  the 
Children's  Defense  Fund  that  maintaining  a  strong  Federal  focus 
on  immunizations  is  essential  to  this  goal.  These  groups  represent 
doctors  and  health  officials  who  see  children  in  their  offices  and 
clinics  every  day.  They  know  how  much  easier  and  less  costly  it  is 
to  prevent  measles,  pertussis,  polio  and  other  preventable  diseases 
than  it  is  to  treat  these  illnesses  and  serious  complications  that  can 
result  from  them. 

These  witnesses  are  advocates,  not  for  big  government  or  more 
spending,  not  for  interference  with  State  flexibility,  but  for  chil- 
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dren.  I  think  we  should  listen  closely  to  what  they  tell  us  about 
this  program  and  the  children  it  serves. 

I  recognize  we  will  hear  some  criticism  of  the  implementation  of 
the  Vaccines  For  Children  Program  and  concern  about  the  mile- 
stones that  have  not  been  met,  but  let's  remember  that  this  is  a 
program  that  has  been  in  place  for  less  than  9  months.  Many 
States,  in  fact  most  of  them,  have  made  very  effective  use  of  the 
funds  made  available  through  the  VFC,  and  the  others  are  well  on 
their  v/ay. 

More  to  the  point,  this  progress  will  be  lost,  and  we  will  actually 
move  backward  in  our  commitment  to  immunizations  if  we  proceed 
with  plans  to  eliminate  this  program  by  wrapping  it  inside  a  Med- 
icaid block  grant.  We  will  face  many  tragedies  if  we  turn  our  back 
on  the  Federal  commitment  to  provide  coverage  to  the  needy  and 
vulnerable  among  us.  Nowhere  will  this  be  more  short-sighted  than 
in  the  case  of  our  children,  and  nowhere  will  it  be  more  counter- 
productive than  in  the  provision  of  immunizations  for  those  chil- 
dreri^. 

/Thank  you,  Mr.  Chairman. 
'  Mr,  BILIRAKIS.  I  thank  the  ranking  member. 

Mr.  Bliley. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman.  I  commend  you  for  hold- 
ing this  hearing  on  the  implementation  of  the  Vaccines  For  Chil- 
dren Program.  A  serious  look  at  the  goals,  implementation,  and 
success  of  this  program  is  long  overdue.  The  program  has  been 
troubled  since  its  inception. 

I  would  like  to  take  just  a  minute  to  review  some  of  the  high- 
lights of  this  program.  It  began  on  February  12,  1993,  with  an  an- 
nouncement by  President  and  Mrs.  Clinton  of  their  first  major  do- 
mestic policy  proposal,  the  Childhood  Immunization  Initiative  to 
ensure  that  all  children  are  immunized  by  their  second  birthday. 
Much  of  the  President's  remarks  on  the  subject  were  directed  to 
the  unconscionable  costs  of  vaccines  and  an  attack  on  drug  policies 
in  general. 

President  Clinton  stated,  "We  will  make  sure  that  excessive  prof- 
its do  not  stand  in  the  way  of  children's  health." 

I  think  perhaps  the  best  description  of  the  flaws  in  the  adminis- 
tration's proposal  were  made  by  Senator  Dale  Bumpers,  long  re- 
garded as  the  most  knowledgeable  member  of  the  Congress  on  im- 
munization issues.  In  a  Dear  Colleague  letter  he  distributed  before 
the  program  was  enacted  into  law,  he  stated:  "First  and  most  im- 
portant, the  proposal  assumed  that  vaccine  cost  is  a  significant  con- 
tributing factor  to  our  Nation's  low  immunization  rate.  This  is  sim- 
ply not  the  case.  As  the  government's  own  research  tells  us,  the 
real  culprits  are  more  complex  and  more  difficult  to  address.  They 
include  lack  of  sufficient  public  education  about  the  need  for  full 
immunization,  compliancy  of  parents  toward  fully  immunizing 
their  preschool  children,  and  failures  of  providers  in  the  public  and 
private  sectors  to  use  all  available  opportunities  to  immunize  their 
preschool  age  patients." 

Over  97  percent  of  all  children  are  fully  immunized  by  the  age 
of  5  when  they  begin  school.  Children  enrolled  in  Head  Start  and 
licensed  day  care  enjoy  immunization  rates  of  over  94  percent.  This 
success  is  not  a  function  of  Federal  and  State  spending,  rather  it 
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is  a  clear  function  of  State  laws  that  require  full  immunization  as 
a  condition  of  enrollment. 

Even  for  those  that  assume  that  immunization  costs  are  a  factor, 
the  provisions  do  not  cover  the  fees  charged  by  physicians  for  ad- 
ministering vaccines.  A  recent  study  published  by  Brandeis  Univer- 
sity found  that  over  64  percent  of  the  total  cost  of  immunizations 
is  for  physician  fees.  In  light  of  these  fees,  it  is  evident  that  elimi- 
nating vaccine  costs  would  not  reduce  cost  barriers  in  any  signifi- 
cant way. 

Unfortunately,  the  warnings  of  Senator  Bumpers  and  others 
were  ignored,  and  the  program  became  law.  Testimony  GAO  will 
present  today  simply  illustrates  the  accuracy  of  these  warnings. 
This  chart  is  simplv  one  example.  It  depicts  the  17  counties  in  the 
United  States  whicn  reported  measle  cases  every  year  in  the  period 
1980  to  1989;  as  the  GAO  will  point  out,  the  problem  of  delayed 
immunization  is  concentrated  in  a  small  group  of  geographic  areas, 
areas  which  could  be  efficiently  targeted  to  improve  immunization. 

Yet,  the  Vaccines  For  Children  Program  does  almost  precisely 
the  opposite.  It  makes  a  grandiose  and  failed  attempt  to  take  over 
the  purchase  and  distribution  of  almost  all  vaccines  with  little  re- 
gard to  the  true  needs  of  unimmunized  children. 

I  look  forward  to  the  testimony  of  our  witnesses  today,  Mr. 
Chairman,  and  yield  back  the  balance  of  my  time. 

[The  chart  referred  to  follows:] 
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Mr.  BiLlRAKlS.  I  thank  the  chairman. 

Mr.  Wyden. 

Mr.  Wyden.  Thank  you  very  much,  Mr.  Chairman. 

The  General  Accounting  Office  report  issued  today  presents  some 
very  troubUng  findings  concerning  the  management  of  this  pro- 
gram. As  both  a  strong  supporter  of  Federal  efforts  to  immunize 
America's  youngsters  and  as  a  requester  of  the  GAO  audit  with 
Congressman  Klug  and  Senator  Bumpers,  I  believe  the  report's 
findings  can  neither  be  dismissed  nor  mitigated  as  merely  poor 
analysis  based  on  bum  data. 

This  project  has  problems.  They  go  to  the  core  of  efforts  to  com- 
bat a  major  public  health  problem.  Without  an  aggressive  biparti- 
san effort  to  tackle  the  management  problems  in  this  program,  the 
GAO  report  issued  today  is  going  to  stand  as  an  excuse  to  tear  the 
heart  and  sole  out  of  a  critical  national  effort  to  immunize  Ameri- 
ca's poorest  youngsters. 

Critics  of  a  Federal  role  in  vaccinating  America's  children  are 
going  to  argue  that  the  GAO  has  found  that  this  is  a  program  look- 
ing for  a  problem.  I  am  struck  by  the  report  comment,  "The  evi- 
dence is  not  sufficient  to  conclude  that  the  cost  of  vaccine  for  par- 
ents has  been  a  major  barrier  to  children's  timely  immunization." 
If  that  is  the  case,  this  Congress  must  ask  whether  the  discount 
price  forced  on  vaccine  manufacturers  for  a  health  majority  of  their 
products  sold  in  this  country  is  going  to  have  a  long-term  negative 
impact  on  the  ability  of  companies  to  do  research  and  development 
on  new  vaccines. 

The  GAO  has  concluded  that  as  much  as  30  to  40  percent  of  the 
real  under-immunization  problem  could  probably  be  done  away 
with  if  practitioners  only  gave  shots  during  the  appropriate  sched- 
uled office  visit  for  an  individual  youngster.  In  addition,  the  audi- 
tors note,  the  cost  of  the  vaccine  when  combined  with  the  addi- 
tional costs  associated  with  the  doctor's  visit  represent  only  about 
20  percent  of  the  average  vaccination  bill. 

I  continue  to  believe  that  there  is  a  place  for  a  strong  program 
which  assists  poor  children  with  securing  vaccines.  However,  it  is 
apparent  that  attacking  under-immunization  rates  may  be  a  more 
complex  problem  than  the  VFC  program,  as  now  structured,  is  pre- 
pared to  solve. 

Now  this  audit  raises  additional  serious  concerns.  The  report  es- 
timates that  something  on  the  order  of  $45  million  out  of  a  pro- 
gram cost  of  $412  million  goes  to  management  and  operation  func- 
tions alone.  That  is  a  goodly  chunk  of  money.  Therefore,  it  is  dou- 
bly frustrating  to  read  GAO's  critical  evaluation  of  software  track- 
ing programs  which  program  participants  report  as  being  virtually 
unusable. 

Finally,  it  is  disturbing  to  learn  that  GAO  found  that  the  ac- 
countability systems  for  detecting  waste,  fraud  and  abuse  have 
largely  been  sidetracked. 

Let  me  close,  Mr.  Chairman,  by  saying  that  I  know  that  there 
are  those  at  the  Centers  for  Disease  Control  who  have  serious 
questions  about  the  GAO  findings.  I  hope  that  they  can  give  us  rea- 
sonable answers  to  the  issues  raised  by  this  report  because  this  re- 
port says  that  the  current  vaccines  program  is  a  prescription  for  a 
policy  in  political  failure. 
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I  think  if  we  work  tx)gether  and  work  together  constructively,  we 
can  cancel  that  prescription,  make  sure  that  the  youngsters  of 
America  get  the  vaccines  they  need,  and  I  look  forward  to  working 
with  my  colleagues  on  both  sides  of  the  aisle  in  that  effort. 

Mr.  BiLlRAKlS.  Thank  you,  Mr.  Wyden. 

Mr.  Klug. 

Mr.  Klug.  Thank  you,  Mr.  Chairman.  I  want  to  thank  my  col- 
league from  Oregon.  It  was  virtually  the  day  this  program  got  an- 
nounced that  he  and  I  and  Senator  Bumpers  and  Senator  Danforth 
from  Missouri  first  raised  questions  about  whether  it  would  work 
or  not. 

Mr.  Waxman  said  two  things  I  want  to  elaborate  on.  First  of  all 
was  the  idea  of  the  goal  of  immunization,  and  I  don't  think  there 
is  a  single  person  on  either  side  of  this  panel  that  disagrees  with 
that  goal.  It  is  clear  that  there  continue  to  be  some  absolutely  per- 
plexing and  frustrating  problems  with  low  vaccination  rates  in  a 
number  of  areas  of  this  country.  If  you  look  here,  for  example, 
there  are  clearly  defined  17  counties  that  continue  to  have  measles 
epidemics  despite  the  best  efforts  of  Congress  and  local  govern- 
ments for  nearly  10  years. 

In  the  State  of  Wisconsin,  for  example,  in  Milwaukee,  the  immu- 
nization rate  among  2-year-olds  is  only  at  about  35  percent.  But, 
as  we  have  said  for  the  last  several  years — and  Mr,  Waxman  said 
that  we  should  listen  very  closely  to  what  is  going  to  be  said 
today — the  fact  of  the  matter  is,  people  who  are  running  this  pro- 
gram should  have  listened  very  carefully  several  years  ago,  because 
we  said  it  wouldn't  work  and  it  hasn't  worked. 

The  first  and  foremost  problem  is,  and  a  number  of  my  col- 
leagues have  pointed  to  this  already,  that  cost  is  not  the  barrier 
which  is  preventing  children  from  being  immunized.  In  Milwaukee 
several  years  ago  there  was  a  measles  epidemic  where  98  percent 
of  the  children  who  developed  measles  already  had  access  to  both 
public  health  clinics  and  to  Medicaid.  The  problem  obviously  had 
to  do  with  access  and  parental  responsibility. 

If  we  were  to  listen  carefully  several  years  ago,  we  would  have 
seen  that  13  States  already  distributed  free  vaccines  to  every  child 
in  their  State,  and  their  immunization  rates,  frankly,  were  not  all 
that  different  from  the  other  States  that  had  a  mixed  approach,  as 
Wisconsin  did,  where  kids  who  needed  help  got  help,  and  kids  who 
had  insurance  got  covered  by  insurance. 

Finally,  I  am  intrigued  to  discover  that  the  CDC  has  four 
unpublished  studies  which  the  General  Accounting  Office  discov- 
ered that  say  the  exact  same  thing:  while  CDC  was  arguing  for  this 
program  on  the  one  hand,  its  own  research  was  showing  that  it 
was  absolutely  unnecessary. 

The  program,  as  you  know,  has  grown  400  percent  over  the  last 
2  years.  Its  budget  will  approach  more  than  $1  billion  by  1997.  I 
think  very  clearly  what  we  want  to  do  on  this  committee  is  to  fig- 
ure out  how  to  solve  the  real  problem.  The  real  way  to  do  it,  as 
my  State  health  department  suggests,  is  to  address  the  four  prob- 
lems they  identified. 

Clinics  are  not  open  at  night  or  on  weekends.  Money  is  not  avail- 
able for  outreach.  The  Federal  Government  has  chosen  to  purchase 
more  vaccines  than  to  put  money  into  outreach;  in  fact,  in  many 
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cases,  has  purchased  more  vaccine  than  the  individual  States  can 
use.  Finally,  they  need  more  money  for  education  for  missed  oppor- 
tunities with  parents,  and  they  also  need  more  money  for  missed 
opportunities  with  physicians. 

So  I  think  we  are  all  on  this  committee  committed  to  spending 
money  on  child  immunization  programs,  but  let's  give  the  flexibility 
to  the  States,  as  we  said  several  years  ago.  Allow  them  to  purchase 
more  vaccines,  allow  them  to  keep  public  health  centers  open  later 
at  night,  hire  more  public  health  nurses,  hire  vans  to  drive  around 
neighborhoods,  or  spend  more  money  on  education. 

I  think,  if  a  single  incident  characterizes  the  entire  attitude  of 
this  program,  it  is  the  amazing  decision  several  years  ago  by  the 
Center  for  Disease  Control  to  have  the  Nation's  immunization  pro- 
grams' vaccines  stored  at  a  government  warehouse  in  New  Jersey. 

Let  me  quote  from  an  earlier  GAO  report:  "The  Federal  Govern- 
ment has  no  experience  with  storing,  packaging  and  delivering  vac- 
cines, and  the  GSA's  warehouse  currently  handles  5,000  commod- 
ities, including  office  products,  paper,  hardware  tools,  paint  sol- 
vents and  adhesives.  Fortunately,  we  eventually  forced  the  termi- 
nation of  that  project,  but  after  we  spent  nearly  three-quarters  of 
a  million  dollars  establishing  it."  I  think  that  is  an  apt  metaphor 
for  the  description  of  what  we  are  about  to  face  today. 

All  of  us  want  to  see  an  effective  program  that  spends  money  in- 
telligently, but  as  the  GAO  report,  I  think,  strongly  suggests  today, 
the  way  this  program  is  designed  today  is  not  an  intelligent  way 
to  spend  money. 

Thank  you,  Mr.  Chairman. 

Mr.  BlLlRAKlS.  I  thank  the  gentleman. 

Mr.  Stupak. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman,  and  thank  you  for  hold- 
ing these  hearings  on  the  Vaccines  For  Children  Program. 

There  are  almost  50,000  children  under  the  age  of  5  in  the  First 
Congressional  District  of  Michigan,  and  this  program  is  vitally  im- 
portant to  the  children  in  Northern  Michigan.  In  1993,  there  were 
more  than  2.8  million  uninsured  children  under  the  age  of  6  in  this 
country.  Nationally,  16.5  percent  of  the  people  in  rural  areas  are 
uninsured.  In  my  district,  that  is  14,000  children  alone. 

I  believe  that  cost  is  a  barrier  to  the  parents  of  these  children. 
Vaccines  are  expensive  and  many  families  can't  afford  to  vaccinate 
their  children.  The  cost  of  a  full  series  of  vaccines  has  increased 
from  $27  in  1983  to  $265  today.  That  is  why  the  program  is  vital 
for  the  health  of  our  children.  Without  this  program,  I  believe 
many  children  will  go  without  being  immunized. 

This  program  is  particularly  important  to  rural  areas  where  pub- 
lic health  offices  are  spread  out  over  large  geographic  areas.  I  have 
six  public  health  offices  in  just  the  upper  peninsula  of  Michigan, 
which  is  the  northern  half  of  my  district.  It  might  sounds  like  a  lot, 
but  still  I  have  families  that  have  to  go  more  than  an  hour  to  try 
to  get  to  one  of  these  public  health  clinics. 

Having  the  vaccines  available  at  the  family  doctor's  office  is  more 
convenient  in  rural  areas,  and  it  makes  it  more  likely  that  unin- 
sured children  will  get  the  vaccines  they  need.  The  Governor  of 
Michigan  supports  this  program  and,  according  to  Michigan  De- 
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partment  of  Public  Health,  the  State  of  Michigan  saves  more  than 
$1.6  million  per  year  under  this  program. 

Mr.  Chairman,  and  I  encourage  all  my  colleagues  to  support  this 
program  because  I  believe  it  is  an  investment  in  our  cnildren's 
well-being. 

Thank  you,  Mr.  Chairman,  and  I  yield  back  the  balance  of  my 
time. 

Mr,  BILIRAKIS.  I  thank  the  gentleman. 

Mr.  Greenwood. 

Mr.  Greenwood.  Mr.  Cobum's  turn. 

Mr.  BILIRAKIS.  All  right.  Dr.  Cobum. 

Mr.  COBURN.  Thank  you,  Mr.  Chairman. 

I  just  wanted  to  make  a  few  short  comments  about  this.  As  Mr. 
Klug  has  stated,  everyone  has  the  children's  best  interest  in  mind. 
But  as  I  look  at  the  VFC  Program,  I  see  government  regulation  and 
a  program  resulting  from  government  regulation  in  a  previous  gov- 
ernment program.  In  fact,  if  you  look  in  my  State  for  the  reasons 
why  children  are  not  immunized,  it  has  nothing  to  do  with  the 
availability  of  vaccine,  it  has  nothing  to  do  with  the  dollars  that 
the  vaccine  costs.  It  has  to  do  with  poor  parenting  and  the  lack  of 
compliance  of  parenting  in  terms  of  what  is  best  for  their  children. 

The  statistics  show  that  with  the  epidemics  that  have  been  in 
this  country,  especially  in  regards  to  rubella  and  in  rubeola,  I  be- 
lieve, you  will  find  that  all  of  those,  the  vast  majority,  greater  than 
95  percent  of  those  that  contracted  the  disease  were  under- 
immunized  not  because  they  didn't  have  money,  not  because  it 
wasn't  available,  but  because  the  parent  wasn't  responsible  for 
their  child.  We  cannot  throw  a  government  program  to  solve  that 
in  this  way. 

The  other  thing  that  I  think  that  we  need  to  recognize — and  I 
think  Mr.  Wyden  has  a  great  idea — we  need  to  throw  away  this 
prescription.  We  need  not  to  refill  it,  but  we  do  need  to  offer  and 
make  sure  that  the  are  the  funds  available  for  those  who  are  not 
getting  a  vaccination  today  because  of  the  fact  that  there  is  an  in- 
hibitor that  we  can  do  something  about. 

But  the  most  important  thing  we  can  do  is  recognize  those  things 
that  we  can't  do  anything  about  as  a  Federal  Grovernment  and  the 
things  that  can  be  most  well  accomplished  at  a  local  or  at  a  State 
level. 

I  v/ant  to  give  you  an  example,  in  my  practice  in  immunizing 
children,  the  VFC  Program  in  Oklahoma  has  added  45  minutes  to 
each  office  visit  and  25  pieces  of  paper  for  a  complete  set  of  vac- 
cinations from  a  newborn  to  a  2-year-old.  I  have  generated  that 
paper  for  Mr.  Klug  before  so  that  he  could  see  what  we  actually 
went  through. 

If  you  look  at  how  the  vaccines  are  shipped  now,  compared  to 
how  we  used  to  buy  them  directly  from  the  manufacturer,  you  will 
see  government  waste  and  money  that  is  spent  that  is  totally  un- 
necessary. So  I  would,  again,  comment  that  this  is  a  program  that 
came  about  because  of  a  previous  government  program  and  the 
ineptitudes  and  inadequacies  of  that  government  program.  We 
should  send  this  to  the  States,  to  the  localities,  with  the  flexibility 
and  the  money  to  accomplish  what  they  need  to  do  and  get  the 
Federal  Government  out  of  it. 
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Mr.  BILIRAKIS.  The  gentleman's  time  has  expired. 

Mr,  Towns. 

Mr.  Towns.  Thank  vou  very  much,  Mr.  Chairman.  Let  me  also 
thank  you  for  having  this  hearing. 

I  am  sorry  to  say  that  the  Vaccines  For  Children  Program  is  not 
really  the  right  program  to  address  our  immunization  problems. 
This  is  because  the  VFC  Program  fails  to  focus  on  the  real  barriers 
to  immunization,  particularly  those  facing  innercity  children  and 
other  hard  to  reach  populations. 

The  United  States'  most  serious  immunization  problems  are  in 
our  poor  areas.  So,  outreach  is  very  important.  Let  me  give  you  an 
example.  The  rates  for  2-year-olds  in  some  areas  of  the  Bronx  are 
as  low  as  11  percent.  This  is  not  surprising  when  you  consider  that 
at  least  in  one  instance  in  New  York,  when  a  mother  whose  child 
was  eligible  for  Medicaid  tried  to  get  that  child  immunized,  16  out 
of  the  17  doctors  who  are  participants  in  the  VFC  Program  refused 
to  even  schedule  an  appointment  for  the  family. 

Clearly  the  VFC  Program  is  doing  very  little  to  improve  these 
urban  immunization  rates.  Instead  of  focusing  on  needed  improve- 
ments in  the  delivery  system  including  parent  education,  outreach, 
expanded  clinic  hours,  and  tracking,  the  VFC  Program  puts  the 
bulk  of  resources  into  the  purchase  of  additional  free  vaccines,  even 
for  those  who  can  afford  them  and  do  not  need  to  be  assisted. 

According  to  a  recent  article  in  the  Journal  of  the  American  Med- 
ical Association  and  a  wide  range  of  public  health  experts,  further 
provision  of  free  vaccines  is  unlikely  to  make  a  significant  impact 
in  poor  urban  populations.  Adequate  supplies  of  free  vaccines  have 
always  been  available  in  public  health  clinics.  The  problem  is  get- 
ting those  vaccines  to  children  most  in  need. 

It  would  seem  to  me  that  the  $800  million  we  would  have  to  com- 
mit to  free  vaccines  in  fiscal  year  1996  could  be  better  utilized  on 
outreach  and  education  services  to  parents,  opening  new  clinics 
and  implementing  tracking  systems  to  identify  children  who  are  be- 
hind in  their  immunizations.  Now  is  the  time  to  act  and  to  refocus 
our  immunization  policies. 

Mr.  Chairman,  I  look  forward  to  working  with  you  and  to  accom- 
plishing this  goal  because  what  we  are  doing  now  is  just  not  work- 
ing. 

Mr.  BiLiRAKis.  I  thank  the  gentleman.  I  certainly  thank  him  for 
his  concern. 

Mr.  Greenwood. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Twenty-six  months  ago,  April  21,  1993,  members  of  the  Health 
and  Environment  Subcommittee  joined  the  members  of  the  Senate 
Labor  and  Human  Resources  Committee  to  hear  the  Secretary  of 
HHS,  Donna  Shalala,  unveil  the  administration's  Comprehensive 
Child  Immunization  Proposal. 

The  Secretary  unveiled  the  President's  universal  purchase  plan 
that  would  ensure  that  all  children,  including  mine,  would  have  ac- 
cess to  a  new  entitlement  program  guaranteeing  them  government 
purchased  vaccines  free  of  charge. 

I  would  like  to  take  a  moment  to  share  with  some  of  my  col- 
leagues who  were  not  on  the  committee  at  the  time  a  few  of  Sec- 
retary    Shalala's     comments.     "American     families     are     getting 
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squeezed  by  the  skyrocketing  price  of  vaccines."  "The  high  price  of 
vaccines  is  a  significant  financial  barrier  to  obtaining  vaccinations 
for  preschool  children."  "Our  plan  will  eliminate  financial  barriers 
that  impede  the  timely  vaccination  of  children  and  facilitate  the  de- 
velopment of  a  national  immunization  tracking  system."  "The  pur- 
pose of  this  initiative  is  to  eliminate  barriers  to  immunization  not 
create  more  of  them."  "I  am  arguing  against  a  large  public  bureauc- 
racy. I  am  arguing  that  while  we  need  to  rebuild  the  public  health 
delivery  system  because  it  is  very  weak  and  heavily  used  by  the 
very  poor  individuals,  that  we  should  not  be  in  the  process  of  de- 
stroying the  role  of  private  pediatricians  and  private  family  physi- 
cians and  their  patients." 

Mr.  Chairman,  as  a  parent  and  a  former  social  worker,  it  was  ob- 
vious to  me  that  the  administration's  program  was  doomed  to  fail 
because  it  was  based  on  the  politically  correct  denial  of  the  real 
problems.  The  realization  that  parents  have  an  important  respon- 
sibility to  their  children  was  clearly  missing. 

Prior  to  my  entry  into  politics,  I  was  a  child  welfare  case  worker, 
as  was  my  wife.  We  spent  a  lot  of  time  in  the  homes  of  families 
where  there  was  less  than  ideal  parenting  skills,  where  we  needed 
to  educate  the  parents,  where  we  needed  to  coax  parents  and,  in 
some  cases,  where  we  needed  to  require  parents  to  do  the  things 
that  were  necessary  for  their  children. 

I  felt  that  there  was  a  great  deal  of  logic,  however,  to  an  ap- 
proach which  I  co-authored  with  Scott  Kiug  and  Judd  Gregg  to  re- 
quire parents  whose  children  were  participants  in  federally  sup- 
ported programs  like  AFDC,  day  care  and  Head  Start  to  get  their 
children  immunized  as  a  requirement  of  program  participation. 

It  is  well  documented  that  by  the  time  children  start  school  in 
States  which  require  them  to  be  immunized,  95  to  97  percent  of 
them  are.  The  Secretar/s  response  to  this  suggestion  was,  "We 
have  to  see  this  program  as  a  national  program  for  every  American 
child,  and  have  to  see  the  public  interest  in  it  and,  therefore,  the 
design  has  to  be  focused  beyond  just  our  poverty  programs."  So,  to- 
gether with  the  largest  tax  increase  in  American  history,  $250  bil- 
lion over  5  years,  Americans  were  the  recipients  of  a  new  entitle- 
ment program,  the  Vaccines  For  Children  Program  at  an  estimated 
cost  of  $4.7  billion  over  5  years. 

As  enacted,  the  law  established  a  program  under  which  each 
State  was  required  to  amend  its  medical  plan  to  include  a  pediatric 
vaccine  distribution  program.  States  are  entitled  to  receive  pedi- 
atric vaccines  purchased  by  the  Federal  Government  for  federally 
eligible  children. 

A  year  ago  we  were  faced  with  the  inevitable  bureaucratic  out- 
growth of  this  poorly  conceived  big  government  approach  to  child- 
hood immunization.  The  Center  for  Disease  Control  with  no  basis 
of  support,  proposed  a  creation  of  a  central  warehouse  run  by  GSA 
to  replace  the  well-established  private  distribution  center. 

CDC  wasted  over  $700,000  in  Federal  funds  before  the  Congress 
insisted  that  this  ludicrous  idea  be  dropped.  In  testimony  before 
the  Senate  Finance  Committee  in  May  1995,  the  General  Account- 
ing Office  reported  that  "the  findings  from  CDC  diagnostic  studies 
indicate  that  most  underimmunized  children  have  access  to  free 
vaccine  through  Medicaid  or  public  health  clinics  and  that  they  had 
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visited  their  providers  an  average  of  six  to  eight  times  during  a 
given  year.  During  these  visits,  these  children  could  have  received 
their  scheduled  immunizations,  but  providers  failed  to  vaccinate 
them. 

At  the  same  time,  Irwin  Redlener,  President  of  the  Children's 
Health  Fund,  noted:  "Under  current  VFC  guidelines  there  is  insuf- 
ficient monitoring  and  oversight  of  under  what  circumstances  and 
for  how  long  these  families  would  be  eligible  for  free  or  subsidized 
vaccine.  VFC  should  not  offer  opportunities  for  States  to  use  lim- 
ited public  resources  to  provide  free  or  subsidized  vaccines  to  non- 
needy  or  insured  patients,"  Mississippi  State  health  officer,  Dr. 
F.E.  Thonipson  said  it  best  when  he  noted:  "Even  as  originally  pro- 
posed, VFC  would  have  had  little,  if  any,  impact  in  raising  immuni- 
zation levels.  The  cost  of  vaccine  was  not  the  problem  in  the  first 
place,  and  making  more  vaccine  available  at  public  expense  was 
not  the  solution."  However,  as  originally  proposed,  the  VFC  was,  at 
best,  overkill  and  at  worst  wasteful  spending.  Spending  a  huge 
amount  of  money  for  a  minimal  impact  on  immunization  levels. 

Mr.  BiLiRAKis.  Please  finish  up,  Mr.  Greenwood. 

Mr.  Greenwood.  I  will. 

It  is  up  to  this  committee,  Mr.  Chairman,  to  determine  if  tax- 
payers and  the  Nation's  children  are  getting  their  money's  worth, 
I  Qon't  think  they  are. 

I  appreciate  the  opportunity  to  participate  in  this  important 
hearing  and  look  forward  to  a  constructive  dialog  with  our  wit- 
nesses. 

[The  prepared  statement  of  Hon,  James  C.  Greenwood  follows: 

Prepared  Statement  of  Hon.  James  C.  Greenwood,  a  Representative  in 
Congress  from  the  State  of  Pennsylvania 

Twenty-six  months  ago  (April  21,  1993),  the  members  of  the  Health  and  the  Envi- 
ronment Subcommittee  joined  the  members  of  the  Senate  Labor  and  Human  Re- 
sources Committee  to  hear  the  Secretary  of  HHS,  Donna  Shalala,  unveil  the  Admin- 
istration's Comprehensive  Child  Immunization  Proposal. 

The  Secretary  unveiled  the  President's  universal  purchase  plan  that  would  ensure 
that  all  children,  including  mine,  would  have  access  to  a  new  entitlement  program 
guaranteeing  them  government-purchased  vaccines  free  of  charge. 

I  would  like  to  take  a  moment  to  share  with  some  of  my  colleagues,  who  were 
not  on  the  Committee  at  the  time,  a  few  of  Secretary  Shalala  s  comments. 

"American  families  are  getting  squeezed  by  the  skyrocketing  prices  of  vac- 
cines." (page  40) 

"The  high  price  of  vaccines  is  a  significant  financial  barrier  to  obtaining 
vaccinations  for  preschool  children."  (page  41) 

"Our  plan  will  eliminate  financial  barriers  that  impede  the  timely  vaccina- 
tion of  children  and  facilitate  the  development  of  a  national  immunization 
tracking  system."  (page  41) 

"The  purpose  of  this  initiative  is  to  eliminate  barriers  to  immunization,  not 
create  more  of  them."  (page  42) 

"I  am  argviing  against  a  large  public  bureaucracy.  I  am  arguing  that  while 
we  need  to  rebuild  the  public  health  delivery  system  because  it  is  very 
weak  and  heavily  used  by  very  poor  individuals,  that  we  should  not  in  the 
process  destroy  the  role  of  private  pediatricians  and  private  family  physi- 
cians and  their  patients."  (page  53) 
The  realization  that  parents  have  an  important  responsibility  to  their  children 
was  clearly  missing.  Prior  to  my  entry  into  politics,  I  was  a  child  welfare  case  work- 
er— as  was  my  wife.  We  spent  a  lot  of  time  in  the  homes  of  families  where  there 
were  less  than  ideal  parenting  skills,  where  we  needed  to  educate  the  parents, 
where  we  needed  to  coax  parents,  and  in  some  cases,  where  we  needed  to  require 
parents  to  do  the  things  that  were  necessary  for  their  children. 
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As  a  parent  and  a  former  child  welfare  social  worker,  it  was  obvious  to  me  that 
the  Administration's  program  was  doomed  to  fail  because  it  was  based  on  the  politi- 
cally correct  denial  of  the  real  problem. 

I  felt  that  there  was  a  great  deal  of  logic  to  an  approach,  which  I  coauthored  with 
Scott  Klug  and  Judd  Gregg,  to  require  parents,  whose  children  were  participants  in 
federally  supported  programs  like  AFDC,  WIG,  daycare  and  Head  Start,  to  get  their 
children  immunized  as  a  requirement  of  program  participation.  It  is  well  docu- 
mented that  by  the  time  children  start  school  in  states  that  require  them  to  be  im- 
munized, 95'7<>97%  are. 

The  Secretary's  response  to  this  idea  was,  "we  have  to  see  this  program  as  a  na- 
tional program  for  every  American  child  and  have  to  see  the  public  interest  in  it, 
and  thereiore  the  design  has  to  be  focused  beyond  just  our  poverty  programs." 

And  so,  together  with  the  largest  tax  increase  in  American  history — $250  billion 
over  5  years — Americans  were  the  recipients  of  a  new  entitlement  program — the 
Vaccines  for  Ghildren  Program — at  an  estimated  cost  of  $4.7  billion  over  5  years. 

As  enacted,  the  law  established  a  program  under  which  each  State  was  required 
to  amend  its  Medicaid  plan  to  include  a  pediatric  vaccine  distribution  program. 
States  are  entitled  to  receive  pediatric  vaccines  purchased  by  the  Federal  govern- 
ment for  federally  eligible  children. 

A  year  ago  (June  1994)  we  were  faced  with  the  inevitable  bureaucratic  outgrowth 
of  tlus  poorly  conceived,  big  government  approach  to  childhood  immunization.  The 
Center  for  Disease  Gontrol  (CDG),  with  no  oasis  of  support,  proposed  the  creation 
of  a  central  warehouse,  run  by  GSA,  to  replace  the  well-established  private  distribu- 
tion center.  GDG  wasted  over  $700,000  in  federal  funds  before  the  Cfongress  insisted 
that  this  ludicrous  idea  be  dropped. 

In  testimony  before  the  Senate  Finance  Gommittee  in  May  1995,  the  General  Ac- 
counting Office  reported  that  "the  findings  fh)m  GDG  diagnostic  studies  indicate 
that  most  under-immunized  children  have  access  to  free  vaccine  through  Medicaid 
or  public  health  clinics  and  that  they  had  visited  their  providers  an  average  of  six 
to  eight  times  during  a  given  year.  During  these  visits,  these  children  could  have 
received  their  scheduled  immunizations,  but  providers  failed  to  vaccinate  them. 

At  that  same  hearing,  Irwin  Redlener,  President  of  the  Children's  Health  Fund, 
noted,  "Under  current  vFG  guidelines,  there  is  insufficient  monitoring  and  oversight 
of  under  what  circumstances  and  for  how  long  these  families  would  be  eligible  for 
free  or  subsidized  vaccine . . .  VFG  should  not  offer  opportunities  for  states  to  use 
limited  public  resovirces  to  provide  free  or  subsidized  vaccines  to  non-needy  or  in- 
sured patients." 

Mississippi's  State  Health  Officer,  Dr.  F.  E.  Thompson,  said  it  best  when  he 
noted,  "Even  as  originally  proposed,  VFG  would  have  had  little  if  any  impact  in  rais- 
ing immunization  levels.  The  cost  of  vaccine  was  not  the  problem  in  the  first  place, 
and  making  more  vaccine  available  at  public  expense  was  not  the  solution.  However, 
as  originally  proposed,  the  VFG  was  at  best  overkill,  and  at  worst  wasteful,  spend- 
ing a  liuge  amount  of  money  for  a  minimal  impact  on  immunization  levels.  As  it 
now  exists,  at  least  in  some  states,  the  VFG  itself  stands  to  become  a  major  barrier 
to  improving  immunization  levels,  and  is  very  likely  to  lower  them." 

The  important  policy  questions  which  were  raised  in  April  1993  remain  relevant 
today: 

•  What  is  the  most  effective  way  to  make  sure  that  all  kids  are  vaccinated  and  to 

ensure  healthy  kids? 

•  Is  it  cost-effective  for  individuals  who  can  afford  to  purchase  vaccines  for  their 

children  to  be  given  free  vaccines  or  does  it  add  unnecessarily  to  the  cost  of  the 
program?  Are  our  limited  resources  being  targeted  wisely? 

•  What  responsibility  do  parents  have  in  ensuring  that  their  children  receive  proper 

vaccinations?  WTiat  is  the  role  of  health  care  providers? 

•  What  has  experience  shown?  Have  the  intended  beneficiaries  been  reached? 

•  Has  the  program  affected  vaccine  development  and  innovation? 

It  is  productive  to  debate  strategies  about  how  to  best  protect  and  immunize  our 
children.  But  the  Congressional  Budget  Office  estimates  that  this  program  will  cost 
taxpayers  $2.1  billion  over  the  next  five  vears.  The  cruelest  thing  we  can  do  to  this 
Nation's  children,  at  a  time  when  federal  spending  is  mortgaging  their  future,  is  to 
dedicate  $2.1  bilhon  to  a  program  which  everyone  agrees  is  not  working,  and  which 
has  not  showed  any  results. 

I  continue  to  believe  that  the  most  effective  way  to  insure  that  children  receive 
the  immunizations  recommended  by  pediatricians  is  to  require  their  psu-ents  to  have 
their  children  vaccinated  as  a  precondition  to  receive  government  subsidized  day 
care,  AFDC,  WIG,  food  stamps,  preschool  and  school  services.  The  record  is  clear 
on  this.  But  the  Administration  has  insisted  on  pursuing  its  command  and  control. 
Big  Brother  approach  to  immunizing  children. 
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It  is  up  to  this  Committee  to  determine  if  taxpayers,  and  the  Nation's  children, 
are  getting  their  money's  worth.  I  don't  think  they  are. 

I  appreciate  the  opportunity  to  participate  in  this  important  hearing,  and  look  for- 
ward to  a  constructive  dialogue. 

Thank  you. 

Mr.  BiLiRAKls.  I  thank  the  gentleman  for  his  great  statement. 

Dr.  Ganske. 

Mr.  Ganske.  Mr.  Chairman,  I  thank  you  for  calling  this  hearing. 
I  am  pleased  to  join  you  today  as  we  continue  our  examination  of 
Medicaid. 

Today's  hearing  will  highlight  the  fundamental  cause  of  rapid  in- 
creases in  health  care  spending  and  that  is  expanding  entitlements. 
I  agree  with  my  colleagues,  Dr.  Cobum  and  Mr.  Towns,  that  the 
fundamental  reason  that  children  under  school  age  are  not  vac- 
cinated is  lack  of  parental  education,  parental  responsibility,  and 
outreach. 

Why  are  children  5  years  and  older  vaccinated  almost  100  per- 
cent? It  is  because  they  can't  go  to  school  if  they  aren't.  I  think  we 
need  to  look  at  a  basic  premise  of  the  program,  that  the  solution 
to  the  problem  is  basically  cost.  I  believe  that  we  should  look  in- 
stead at  some  of  the  solutions  to  this  problem  that  some  of  the 
States  have  applied. 

In  1992  Maryland  began  reducing  a  family's  welfare  grants  by 
$25  a  month  for  every  preschooler  who  wasn't  properly  immunized. 
The  State  also  gives  $20  bonuses  for  every  family  member  that  re- 
ceives an  annual  checkup.  It  is  this  type  of  carrot  and  stick  ap- 
proach that  I  think  would  be  more  effective. 

Thank  you,  Mr.  Chairman. 

Mr.  BiLiRAKis.  The  gentleman's  time  has  expired. 

Mr.  Burr. 

Mr.  Burr.  Mr.  Chairman,  in  the  sake  of  time,  I  am  going  to  fore- 
go an  opening  statement,  but  I  would  like  to  thank  the  Chair  for 
this  hearing  so  that  we  can  get  a  program  that  does  immunize  chil- 
dren. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Without  objection,  any  member  of  the  committee's  written  state- 
ment will  be  made  a  part  of  the  record. 

Mr.  Whitfield. 

Mr.  Whitfield.  Mr.  Chairman,  I  also  want  to  thank  you  for  hold- 
ing these  hearings.  I  would  also  like  to  express  my  concern  about 
the  program  and  I  look  forward  to  the  balance  of  the  hearing. 

Mr.  BiLlRAKlS.  I  thank  the  gentleman. 

Mr.  Steams. 

Mr.  Stearns.  Mr.  Chairman,  I  too  would  like  to  offer  this  open- 
ing statement,  and  I  think  it  is  important. 

Particularly  many  of  us  who  protested  against  the  Clinton's 
health  care  bill  to  put  into  the  record  some  of  these  comments  be- 
cause what  has  happened  here  with  this  Vaccines  For  Children 
Program  has  been  a  sad  story,  and  I  think  we  need  to  talk  about 
the  elements  of  this  both  as  a  tragedy  and  a  farce. 

A  tragedy  because  their  could  have  been  a  bipartisan  effort  to  ad- 
dress the  real  issue  which  is  lack  of  parental  responsibility  for  full 
vaccination.  By  carefully  targeting  funds  and  providing  incentives 
for  poor  families.  Congress  could  have  attempted  to  solve  the  real 
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problem.  Instead  the  administration  went  on  this  huge  wild  goose 
chase  identifying  the  vaccine  price  as  a  major  barrier. 

The  program  is  a  farce  because  from  its  inception  the  VFC  Pro- 
gram has  been  driven  by  the  administration's  one-dimensional  re- 
quest to  nationalize  the  vaccine  supplies.  This  quest  leads  to  unrea- 
sonable interpretations  of  the  underlying  statute,  bureaucratic 
bumbling,  and  ended  in  a  train  wreck,  as  I  will  mention  later,  in 
a  warehouse  in  New  Jersey. 

But  let's  start  just  briefly  with  Act  One,  from  the  beginning.  The 
administration  began  in  January  1993  its  campaign  for  universal 
health  care  reform  by  making  the  decision  that  it  could  succeed  in 
the  health  care  reform  debate  by  threatening  and  intimidating  the 
pharmaceutical  companies.  Many  remember  that.  This  administra- 
tion appeared  to  believe  that  the  health  care  reform  should  be  con- 
ducted by  a  war. 

So  in  1993,  the  pharmaceutical  industry  was  identified  as  Public 
Enemy  Number  1,  do  you  remember  that?  The  administration  stat- 
ed that  the  health  care  system  was  being  ripped  off,  and  made  per- 
haps an  outrageous  propaganda  statement  of  saying  they  were 
profiting  at  the  expense  of  our  children.  I  think  we  should  remem- 
ber that  statement. 

As  Senator  Bumpers  and  other  members  of  the  President's  own 
party  pointed  out,  this  information  about  the  explanation  had  to  do 
more  with  the  failure  of  many  parents  to  take  advantage  of  free 
immunization  programs  and  government's  own  failed  efforts  to  im- 
munize the  poor.  But  truth  took  a  backseat  to  this  message,  and 
it  is  clear  to  many  of  us  that  the  administration's  original  proposal 
to  provide  vaccines  free  to  all  children  as  it  was  proposed  was  basi- 
cally a  new  entitlement,  an  effort  to  perhaps  nationalize  the  entire 
vaccine  industry. 

As  the  VFC  Program  moved  through  the  legislative  process,  it 
was  trimmed  back  considerably,  but  it  still  contained  a  number  of 
problems.  First,  it  shifted  the  market  for  vaccines  dramatically  to 
the  public  sector.  Under  this  program,  CDC  estimated  that  the  gov- 
ernment would  purchase  almost  80  percent  of  all  vaccines.  Not  only 
does  the  government  pay  a  heavily  discounted  price,  but  the  pro- 
gram placed  a  price  control  on  future  price  updates.  Clearly  this 
created  a  "chilling"  effect  on  future  vaccine  research  and  develop- 
ment. 

Act  Two,  where  the  administration  attempted  to  implement  the 
legislation,  we  entered  the  theater  of  the  absurd.  The  episodes 
began  with  a  drafting  error  in  the  legislation,  an  occurrence  not 
uncommon  here  in  Washington.  The  problem  centered  around  sec- 
tions dealing  with  the  cost  of  the  delivery  of  vaccines. 

The  administration  specifically  read  the  statute  to  require  that 
the  cost  of  delivery  of  vaccines  to  providers  be  included  within  the 
cap  price.  This  was  a  fatal  flaw  in  the  program  because  everyone 
agreed  that  it  was  economically  impossible  to  deliver  the  vaccine  to 
physician's  offices  for  this  price. 

In  a  letter  dated  November  8,  1993,  to  Secretary  Shalala,  Chair- 
man Dingell,  Waxman  and  Mo3aiihan  basically  tell  the  Secretary 
they  would  consider  offering  a  technical  correction  to  the  legislation 
that  would  delete  the  requirement.  Unbelievably,  the  Secretary  in 
her  reply  rejects  the  request  to  correct  the  statutory  language  as- 
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suring  the  chairman  that  the  program  "will  be  fully  and  effectively 
implemented."  Now  our  story  moves  to  a  paint  plant  warehouse  in 
New  Jersey.  CDC  had  a  brainstorm,  the  kind  only  a  large  govern- 
ment bureaucracy  would  have:  why  not  store  and  distribute  a  large 
portion  of  our  Nation's  vaccine  supply  from  an  old  paint  warehouse 
in  New  Jersey?  How  CDC  thought  that  an  old  paint  warehouse 
could  meet  FDA's  elaborate  standards  for  storing  and  delivering 
vaccines  is  a  question  that  hopefully  Dr.  Satcher,  the  Director  of 
CDC,  can  answer  today. 

Here  is  what  GAO  said  about  this  idea.  "The  Federal  Govern- 
ment has  no  experience  with  storing,  packaging  and  delivering  vac- 
cines. The  Agency's  warehouse  in  New  Jersey  currently  handles  ap- 
proximately 5,000  commodities,  including  office  products,  paper, 
hardware,  tools,  paint,  solvent,  and  adhesives."  Beyond  the  issue  of 
the  facility,  CDC  proposed  that  they  could  deliver  about  70,000 
sites  like  this  around  the  United  States.  Well,  that  died  because  at 
the  first  blush  it  cost  $700,000  before  they  went  further. 

Now,  Mr.  Chairman,  we  move  to  Act  Three. 

Mr,  BILIRAKIS.  The  gentleman's  time  has  expired,  please  finish 
up. 

Mr.  Stearns.  Okay.  I  will  summarize  by  saying  Act  Three, 
again,  shows  that  Congress'  attempt  to  implement  this  program  be- 
came a  farce. 

Let  me  conclude  by  saying  this,  this  program  cannot  be  fixed.  We 
in  this  committee  can  fix  it  through  the  Medicaid  block  grants,  and 
I  think  now  is  the  time  to  do  it. 

Thank  you,  Mr.  Chairman. 

Mr.  BiLiRAKlS.  I  thank  the  gentleman  and  I  apologize  for  cutting 
him  off,  he  was  on  a  roll  there. 

[The  prepared  statements  of  Hon.  Cliff  Steams,  Hon.  Sherrod 
Brown,  and  Hon.  Fred  Upton  follow:] 

Prepared  Statement  of  Hon.  Cuff  Stearns,  a  Representative  in  Congress 
From  the  State  of  Florida 

Mr.  Chairman,  the  administration's  handling  of  the  Vaccine  For  Childrens'  Pro- 
gram has  been  a  sad  story  from  its  inception  approximately  two  years  ago.  It's  a 
story  that  has  elements  of  both  tragedy  and  farce. 

Tragedy,  because  there  could  have  been  a  bi-partisan  effort  to  address  the  real 
issue  m  under-vaccination,  which  is  the  lack  of  parental  responsibility  for  full  vac- 
cination. By  carefully  targeting  funds  and  providing  incentives  for  poor  families, 
Congress  could  have  attempted  to  solve  the  real  problems.  Instead  the  administra- 
tion went  on  a  "wild  goose  chase"  identifying  vaccine  price  as  the  major  barrier. 

Farce,  because  from  its  inception,  the  VFC  Program  has  been  driven  bv  the  ad- 
ministration's one  dimensional  quest  to  nationalize  the  vaccine  supply.  This  quest 
lead  to  unreasonable  interpretations  of  the  underlying  statute,  bureaucratic  bum- 
bling, and  ended  in  a  "train  wreck"  in  a  warehouse  in  New  Jersey. 

But  let's  start  from  the  beginning,  at  Act  1.  Long  ago — it  was  really  only  January 
1993^the  administration  began  its  campaign  for  universal  health  care  reform  by 
making  the  decision  that  it  could  succeed  in  the  health  care  reform  debate  by 
threatening  and  intimidating  the  national  pharmaceutical  companies,  health  insur- 
ers and  providers.  This  administration  appeared  to  believe  that  health  care  reform 
should  be  conducted  as  a  war,  rather  than  as  a  debate.  Of  course,  in  every  war  you 
need  enemies. 

So  in  1993,  the  pharmaceutical  industry  was  identified  as  "public  enemy  number 
1."  The  administration  stated  that  the  health  care  system  was  being  "ripped  off'  by 
"price  gouging"  drug  companies.  In  the  most  outrageous  and  false  propaganda  state- 
ments, they  said  that  companies  were  attempting  to  "profit  at  the  expense  of  our 
children."  Well,  as  Senator  Bumpers  and  other  members  of  the  President's  own 
party  pointed  out,  the  explanation  had  to  do  more  with  the  failure  of  many  parents 
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to  take  advantage  of  free  immunization  programs  and  government's  own  failed  ef- 
forts to  immunize  the  poor.  But  truth  took  a  "back  seat"  to  propaganda,  and  the 
war  had  begun. 

It  is  clear  to  many  of  us  that  the  administration's  original  proposal,  which  was 
to  provide  vaccines  free  to  all  children  as  an  entitlement,  was  really  an  effort  to  na- 
tionalize the  entire  vaccine  industry.  This  proposal  was  the  "opening  salvo"  for  the 
Clinton  health  care  bill  which  placed  a  wide  array  of  price  controls,  rebates,  and 
outright  black-listing  on  the  pharmaceutical  industry. 

As  the  VCF  Program  moved  through  the  legislative  process  it  was  trimmed  back 
considerably,  but  it  still  contained  a  number  of  problems.  First,  it  shifted  the  mar- 
ket for  vaccines  dramatically  to  the  public  sector.  Under  this  program,  CDC  esti- 
mated that  the  government  would  purchase  almost  80  percent  of  all  vaccines.  Not 
only  does  the  government  pay  a  heavily  discounted  price,  but  this  program  placed 
a  price  control  on  future  price  updates.  Clearly,  this  created  a  "chilling  effect"  on 
future  vaccine  research  and  development. 

In  Act  2,  where  the  administration  attempts  to  implement  the  legislation,  we 
enter  the  "theater  of  the  absurd."  This  episode  bep;ins  with  a  drafting  error  in  the 
legislation,  a  not  uncommon  occurrence  in  reconcihation  bills  of  thousands  of  pages. 
The  problem  centered  around  sections  dealing  with  the  cost  of  the  delivery  of  vac- 
cines. The  administration  specifically  read  the  statute  to  require  that  the  cost  of  de- 
livery of  vaccines  to  providers  be  included  within  the  capped  price.  This  was  a  fatal 
flaw  in  the  program,  because  everyone  agreed  that  it  was  economically  impossible 
to  deliver  the  vaccine  to  physician  offices  tor  this  price. 

In  a  letter  dated  November  8,  1993,  to  Secretary  Shalala,  Chairman  Dingell,  Wax- 
man,  and  Moynihan  basically  tell  the  Secretary  that  they  would  consider  offering 
a  technical  correction  to  the  legislation  that  would  delete  the  requirement. 

Unbelievably,  the  Secretary  in  her  reply  rejects  the  request  to  correct  the  statu- 
tory language  assuring  the  chairmen  that  the  program  "mil  be  fully  and  effectively 
implemented." 

Now  our  story  moves  to  a  paint  warehouse  in  New  Jersey!!  CDC  had  a  "brain 
storm" — the  kind  only  a  large  government  bureaucracy  could  have.  Why  not  store 
and  distribute  a  large  portion  of  our  Nation's  vaccine  supply  from  an  old  paint  ware- 
house in  New  Jersey.  How  CDC  thought  that  an  old  paint  warehouse  could  meet 
FDA's  elaborate  standards  for  storing  and  delivery  vaccines  is  a  question  that  hope- 
fully Dr.  Satcher,  the  Director  of  CDC,  can  answer  today.  Here  is  what  GAO  said 
about  the  warehouse: 

The  Federal  Government  "has  no  experience  with  storing,  packaging,  and 
delivery  vaccines."  The  Agency's  warehouse  in  New  Jersey  'currently  han- 
dles approximately  5,000  commodities,  including  office  products,  paper, 
hardware,  tools,  paint,  solvents  and  adhesives." 

Beyond  the  issue  of  the  facility,  CDC  proposed  that  they  could  deliver  to  over 
70,000  sites  using  Federal  Express  overnight  delivery.  Well,  after  wasting  $700,000, 
Congress  killed  this  preposterous  proposal. 

Now  we  move  to  Act  3.  With  the  warehouse  delivery  system  dropped,  the  adminis- 
tration had  gone  full  circle  and  were  again  stuck  with  their  restrictive  reading  of 
the  statute.  On  August  25,  1994  Chairman  Dingell,  Waxman,  and  Donald  Riegle 
wrote  again  to  Secretary  Shalala  that  Congress  did  not  intend  to  restrict  vaccine 
payments  for  direct  delivery  to  the  capped  price.  On  September  21,  1994,  the  General 
Council's  office  of  HHS  totally  reversed  their  earlier  position,  and  agreed  that  for 
direct  delivery,  the  Federal  pajrment  would  be  in  addition  to  the  capped  price.  Con- 
sequently, almost  an  entire  year  was  wasted  in  reaching  this  obvious  conclusion. 

Today,  GAO  has  given  us  its  current  evaluation  of  the  program.  They  have  re- 
viewed the  program  in  terms  of  7  major  implementation  tasks  and  have  found  that 
6  of  the  7  remain  incomplete  or  problematic. 

This  is  a  program  that  cannot  be  fixed.  It  is  a  fitting  metaphor  of  the  administra- 
tion's entire  approach  to  health  care  reform.  As  we  move  into  reconciliation  to  bal- 
ance the  budget,  I  am  confident  that  this  program  will  end  inside  our  approach  to 
Medicaid  block  grants. 


Prepared  Statement  of  Hon.  Sherrod  Brown,  a  Representative  in  Congress 
FROM  THE  State  of  Ohio 

Mr.  Chairman,  at  a  time  when  more  and  more  families  are  losing  their  health  in- 
surance coverage,  the  Vaccines  for  Children  Program  is  essential  to  ensure  access 
and  coverage  for  critical  immunizations  in  a  timely  manner. 

It  is  absurd  to  argue  that  the  cost  of  vaccines  is  not  a  barrier  to  access.  In  certain 
areas  of  Northeast  Ohio,  rates  are  as  low  as  46  percent — less  than  half  of  the  chil- 
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dren  in  certain  communities  receive  age  appropriate,  timely  immunization  for  debili- 
tating— and  sometimes  deadly — illnesses. 

It  is  one  thing  to  cut  the  budget  for  the  sake  of  cutting  the  budget,  but  this 
doesn't  make  sense.  Immunization  is  cost-effective.  Vaccination  can  save  anywhere 
from  $10  for  every  doUfu*  invested  up  to  $35-$50  for  every  dollar  invested.  Yet,  the 
majority  has  targeted  this  program  for  elimination  as  a  budget-cutting  measure.  It 
doesn't  make  sense  to  cut  those  investments  that  save  public  dollars  in  the  long  run. 

The  GAO  has  anjdyzed  this  program  and  criticized  its  implementation  when  it 
has  been  in  effect  for  less  than  six  months.  Yet  in  Elyria,  Ohio,  the  Health  Commis- 
sioner is  delighted  to  see  that  more  kids  are  being  immunized  on  time,  more  provid- 
ers are  available  to  offer  free  immunization,  there  are  improved  clinic  hours  and 
better  outreach  and  education. 

In  sum,  I  believe  the  VFC  shows  many  successes  in  Ohio  despite  the  short  time 
it  has  been  implemented.  Mr.  Chairman,  I  hope  we  will  highlight  these  successes 
today. 


Prepared  Statement  of  Hon.  Fred  Upton,  a  Representative  in  Congress  from 

THE  State  of  Michigan 

Thank  you,  Mr.  Chairman. 

Our  hearing  today  will  focus  on  the  Vaccines  for  Children  Program,  which  came 
into  existence  in  the  Omnibus  Budget  Reconciliation  Act  of  1993  (OBRA  '93)  over 
unanimous  Republican  opposition.  While  the  goals  of  this  program  are  certainly 
noteworthy;  namely,  to  assure  that  every  child  in  the  US  receives  their  vaccinations, 
I  am  concerned  that  the  reality  of  the  program  has  not  lived  up  to  the  theory. 

My  home  state  of  Michigan  has  had  a  very  interesting  relationship  with  the  Vac- 
cines for  Children  Program.  As  some  may  know,  Michigan  is  one  of  two  states  which 
manufactures  its  own  DTP  vaccine.  As  such,  Michigan  is  entitied  to  a  cash  payment 
from  the  federal  government  in  lieu  of  using  the  vaccines  available  through  VFC. 
Last  year,  the  federal  government  sent  $11  million  to  Michigan  to  make  up  for  the 
DTP  that  Michigan  already  produces. 

This  is  very  important,  in  that  Michigan  is  forced  to  pay  a  vaccine  excise  tax  to 
the  federal  government.  Even  though  the  state  distributes  the  vaccine  free  of 
charge,  they  must  pay  into  the  vaccine  compensation  fund.  This  fund  is  used  to  com- 
pensate those  few  children  who  have  an  adverse  reaction  to  vaccines.  This  excise 
tax  is  paid  for  by  the  $11  million  dollars 

Because  the  VFC  program  has  been  reasonably  effective  in  Michigan,  I  was  dis- 
appointed to  read  the  General  Accounting  Office  report  on  the  program.  When  I  see 
the  benefits  the  program  brings  back  to  my  state,  the  report  is  certainly  sobering. 

The  experiences  in  the  state  of  Michigan  do  not  mean  that  this  program  is  perfect, 
or  that  revising  the  program  is  out  of  the  question.  Suggestions  have  been  made 
to  alter  the  program  so  that  it  is  not  necessarily  an  entitiement;  but  that  it  would 
make  sure  that  it  covers  those  children  in  poverty.  In  the  final  analysis,  the  federal 
government  must  assure  that  children  can  get  vaccines;  the  GAO  report  suggests 
that  we  must  do  more  than  just  be  concerned  about  the  cost. 

I  look  forward  to  hearing  fix>m  our  witnesses  today,  and  I  yield  back  the  balance 
of  my  time. 

Mr.  BILIRAKIS.  Our  first  witness  this  morning  is  Mr.  Kwai- 
Cheung  Chan  of  the  General  Accounting  Office.  Mr.  Chan,  please 
come  forward. 

He  is  accompanied  by  Dr.  Sushil  Sharma,  and  William  Hadesty. 
The  GAO  has  been  following  the  implementation  of  the  VFC  Pro- 
gram since  it  inception,  and  today  they  will  provide  the  results  of 
their  ongoing  work  at  the  request  of  Senator  Bumpers  and  Con- 
gressmen Klug  and  Wyden. 

Mr.  Chan,  I  would  ask  you  to  keep  your  oral  testimony  to  10 
minutes.  Of  course,  your  written  testimony  is  made  a  permanent 
part  of  the  record,  sir. 

Thank  you. 

Please  proceed. 
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STATEMENT  OF  KWAI-CHEUNG  CHAN,  DIRECTOR,  DIVISION  OF 
PROGRAM  EVALUATION  AND  METHODOLOGY,  GENERAL  AC- 
COUNTING OFFICE,  ACCOMPANIED  BY  SUSHIL  SHARMA 

Mr.  Chan.  Thank  you,  Mr.  Chairman,  and  members  of  the  sub- 
committee. 

Thank  you  for  introducing  my  colleagues,  and  it  is  a  pleasure  to 
be  here  today.  I  can't  see  anything  without  my  glasses,  I  am  sorry. 
Getting  old. 

It  is  a  pleasure  to  be  here  today  to  share  the  results  of  our  work 
on  the  Vaccines  For  Children  or  VFC  Program  which  is  explained 
in  detail  in  a  report  that  we  are  issuing  today. 

In  my  testimony,  I  will  present  our  conclusion  on,  (1),  the  extent 
to  which  vaccine  cost  has  prevented  children  from  being  immunized 
on  schedule;  (2),  the  VFC  implementation;  and,  (3),  the  promising 
options  for  improving  children's  immunization  rates. 

As  you  indicated  in  your  opening  statement,  Mr.  Chaimian,  the 
VFC  Program,  which  began  on  October  1,  1994,  provides  free  vac- 
cines for  children  who  are  Medicaid  eligible,  American  Indians,  un- 
insured, and  whose  insurance  does  not  cover  the  cost  of  vaccines. 

The  goal  of  this  program  is  to  increase  immunization  rates,  par- 
ticularly among  preschool  children  by  providing  free  vaccines  and, 
thereby,  reducing  vaccine  costs  as  a  barrier  to  immunization. 

As  an  entitlement  program,  VFC  has  no  fixed  budget.  Its  fiscal 
year  1995  cost  estimate  includes  $412  million  for  vaccine  purchase 
and  about  $45  million  for  administrative  expenses. 

This  budget  is  expected  to  go  up  as  new  vaccines  are  incor- 
porated in  the  schedule  by  ACDP.  For  example,  CDC  officials  esti- 
mate that  initial  VFC  purchases  of  new  chicken  pox  vaccine  would 
cause  an  additional  $35  to  $560  million. 

Today,  I  have  four  findings  to  report.  These  findings  underpin 
our  view  that  the  VFC  goal  needs  to  be  reassessed. 

First,  vaccine  cost,  as  it  has  been  stated  a  lot  already  by  the 
opening  statements  of  the  members,  we  conclude  that  the  cost  of 
vaccines  has  not  been  a  major  barrier  to  children's  timely  immuni- 
zation. 

We  found,  that  at  the  outset  of  VFC  the  immunization  rates  for 
preschool  children  as  of  May  1994,  exceeded  the  90  percent  na- 
tional goal  for  1996  for  two  antigens. 

Further,  regardless  of  vaccine  costs,  immunization  rates  amongst 
school  children  already  exceeds  95  percent  for  all  antigens  in  the 
basic  series. 

In  addition,  we  found  that  other  barriers  are  more  important 
than  vaccine  costs. 

Studies  identify  many  barriers,  including  inadequate  clinic  re- 
sources, clinic  policies  that  deter  vaccination  and  various  other  fac- 
tors that  cause  providers  to  miss  opportunities  to  immunize  chil- 
dren at  regular  visits. 

Finally,  most  children  who  had  not  received  vaccination  had  ac- 
cess to  free  vaccines  through  Medicaid  or  public  health  clinics  even 
before  VFC. 

The  second  one,  on  pockets  of  need.  The  problem  of  under- 
immunization  is  concentrated  in  certain  groups  and  areas  often  re- 
ferred to  as  pockets  of  need  by  researchers.  In  these  areas,  there 
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are  disproportionate  numbers  of  children  who  are  not  immunized 
for  specific  diseases,  creating  conditions  ripe  for  disease  outbreak. 

The  goal  of  the  VFC  is  to  achieve  a  national  immunization  goal 
of  90  percent  by  1996,  but  when  you  look  at  distributions  of  rates 
by  localities  you  will  find  that  even  if  one  achieved  that  goal,  there 
will  still  be  areas  where  underimmunization  would  be  quite  high. 

We  find  that,  for  example,  as  the  charts  show  that  only  17  of  the 
over  3,000  counties  in  the  United  States  consistently  reported 
measle  cases  over  a  10-year  period,  and  there  are  many  other  sta- 
tistics one  can  show,  but  that  is  just  an  example.  This  suggests 
that  targeting  immunization  efforts  to  pockets  of  needs  might  be 
more  cost  effective  in  improving  immunization  rates. 

The  third  finding  is  on  program  implementation,  and  within  that 
I  have  a  number  of  subtopics  to  talk  about.  As  you  noted,  Mr. 
Chairman,  we  reported  in  July  1994  that  the  original  CDC  plan  to 
implement  VFC  by  October  1,  1994,  was  very  ambitious  given  its 
scope  and  the  inherent  complexity  and  interdependency  of  tasks. 
We  question  its  ability  to  accomplish  those  tasks  adequately  by  the 
State.  However,  HHS  asserted  that  these  problems  could  be  rec- 
tified and  announced  that  this  program  would  be  fully  imple- 
mented by  October  1,  1994. 

Although  CDC  has  devoted  considerable  efforts  and  resources  to 
implementing  VFC  and  has  made  progress,  in  our  review,  we  found 
that  6  of  the  7  VFC  critical  implementation  tasks  remain  incom- 
plete. The  only  completed  task  is  contract  negotiation  for  the  pur- 
chase of  vaccines. 

Let  me  go  to  those  six  tasks.  Vaccine  distribution,  CDC  had  prob- 
lems distributing  VFC  vaccines  to  private  providers.  In  early  1994, 
CDC  officials  indicated  that  since  the  law  did  not  permit  the  Agen- 
cy to  reimburse  manufacturers  separately  for  delivery  of  vaccine 
purchased  under  the  price  caps,  it  would  distribute  the  vaccine 
through  a  national  distribution  center  under  GSA. 

However,  plans  for  the  national  distribution  center  were  dropped 
in  August  1994.  In  an  apparent  contradiction,  an  attempt  to  amend 
its  contract  with  four  vaccine  manufacturers  to  provide  separate 
pajrment  for  delivery  services,  CDC  solicited  and  received  sole- 
source  bids  from  the  four  vaccine  manufacturers  by  December 
1994,  but  withdrew  its  solicitation  in  April  1995  because,  by  then, 
many  States  had  made  alternative  distribution  arrangements  with 
CDC's  financial  assistance. 

As  of  March  1995,  15  of  the  24  States  that  had  expected  to  rely 
on  a  national  distribution  center  had  not  begun  routine  vaccine  de- 
livery to  the  private  providers. 

In  terms  of  provider  enrollment,  while  the  States  had  enrolled 
most  public  health  providers  as  of  January  1995,  CDC  and  many 
States  cannot  gauge  the  proportion  of  private  Medicaid  providers 
that  had  been  enrolled. 

In  early  1994,  CDC  said  that  it  hoped  for  50  percent  enrollment 
of  private  providers  but  had  no  specific  State  goals. 

In  January  1995,  46  States  had  begun  their  enrollment,  but  in 
our  survey  of  the  States,  only  30  of  these  could  provide  estimates 
of  proportions  of  providers  that  had  been  enrolled.  Of  these  30,  13 
reported  a  50  percent  enrollment  or  more,  and  9  reported  10  per- 
cent or  less. 
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The  Health  Care  Financing  Administration  plans  to  terminate 
Medicaid  vaccine  payment  in  October  1995  when  VFC  vaccines  are 
available  to  private  providers,  supposedly.  Thus,  monitoring  the 
proportion  of  Medicaid  physicians  who  have  enrolled  in  VFC  is  the 
only  way  of  ensuring  that  Medicaid  beneficiaries  access  to  immuni- 
zation will  not  be  disrupted. 

In  terms  of  provider  reimbursement,  under  the  law  provider's  fee 
for  administrating  VFC  vaccine  is  to  be  based  on  their  actual  cost 
for  providing  the  service.  Although  CDC  had  set  caps  on  adminis- 
trative fees,  it  based  these  caps  on  the  physician's  prevailing 
charges  instead  of  costs. 

In  February  1995,  HCFA  officials  told  us  that  they  have  engaged 
the  Center  for  Health  Policy  studies  to  collect  data  for  designing 
cost-based  maximum  fee  schedules.  As  of  May  12,  the  research  pro- 
tocol was  still  under  review  in  0MB. 

In  terms  of  order  processing  and  automation,  CDC  developed  and 
provided  States  with  software  and  hardware  known  as  VACMAN 
to  assist  them  in  ordering,  tracking  and  recording  the  cost  of  pub- 
licly funded  VFC  vaccines  by  processing  both  public  and  individual 
private  provider  vaccine  orders,  recording  data  on  all  enrolled  pub- 
lic and  private  providers,  accounting  for  orders  by  funding  sources, 
and  electronically  linking  CDC  and  the  64  State  immunization 
projects. 

During  fiscal  year  1994,  CDC  developed  and  distributed  the  sys- 
tem at  a  cost  of  just  under  $1  million. 

One,  we  found  that  CDC  did  not  allow  enough  time  to  test 
VACMAN  operationally  before  October  1,  1994,  which  is  the  start 
date. 

Two,  did  not  actively  involved  the  systems  users  to  ensure  that 
their  functional  needs  would  be  met. 

Three,  did  not  perform  alternative  system  designs  and  cost/bene- 
fit analysis  to  determine  that  its  the  best  system  to  support  VFC's 
objective. 

It  is  not  designed  to  meet  the  critical  needs  of  VFC. 

Mr.  BILIRAKIS.  Dr.  Chan 

Mr.  Chan.  Yes. 

Mr.  BiLlRAKls.  I  would  imagine  during  the  questioning  probably 
many  of  your  other  points  can  be  brought  up,  but  I  would  like  to 
ask  if  possibly  either  of  the  gentlemen  accompanying  you  might 
very  briefly  like  to  supplement  your  statement. 

They  are  welcome  to  if  they'd  like  to. 

Mr.  Chan.  Okay. 

[The  prepared  statement  of  Kwai-Cheung  Chan  follows:] 

Prepared  Statement  of  Kwai-Cheung  Chan,  Director,  Division  of  Program, 
Evaluation  and  Accounting,  GAO 

Mr.  Chairman  and  Members  of  the  Subcommittee:  It  is  a  pleasure  to  be  here  to 
share  with  you  the  results  of  our  work  on  the  Vaccines  For  Children  (VFC)  program. 
My  statement  is  based  upon  our  work  in  this  area  for  the  report  that  we  are  issuing 
today.  ^  As  you  requested,  today  we  will  present  our  conclusions  on  (1)  the  extent 
to  which  vaccine  cost  has  prevented  children  from  being  immunized  on  schedule,  (2) 


'  U.S.  General  Accounting  Office,  Vaccines  For  Children:  Reexamination  of  Program  Goals  and 
Implementation  Needed  to  Ensure  Vaccination,  GAO/PEMD-95-22  (Washington,  D.C.:  June 
1995). 
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VFC's  implementation,  and  (3)  promising  options  for  improving  children's  immuni- 
zation rates. 

Before  turning  to  the  results  of  our  work,  let  me  briefly  provide  some  basic  infor- 
mation on  VFC.  Section  13631  of  the  Omnibus  Budget  Reconciliation  Act  of  1993 
created  VFC  to  begin  by  October  1,  1994,  as  an  entitlement  program  for  four  groups 
of  children  through  18  years  old:  those  eligible  for  Medicaid  and  those  who  are 
American  Indians  or  uninsured.  Underinsured  children  (those  whose  insurance  does 
not  cover  childhood  vaccinations)  are  also  eligible  for  VFC  vaccines  but  may  receive 
them  only  in  federally  qualified  health  centers  or  rural  health  clinics.  CDC  views 
VFC's  goal  as  increasing  immunization  rates,  particularly  among  preschool  children, 
by  providing  free  pediatric  vaccines  and,  thereby,  reducing  vaccine  cost  as  a  bar- 
rier. ^ 

Its  fiscal  year  1995  cost  estimates  included  $412  million  for  vaccine  purchase, 
$24.5  million  for  vaccine  distribution,  $9.2  million  for  vaccine  ordering,  and  $11.6 
million  for  operations.  The  Centers  for  Disease  Control  and  Prevention  (CDC)  has 
announced  that  doses  of  influenza  vaccine  for  high-risk  children  and  hepatitis  B  for 
adolescents  will  be  added  to  the  recommended  schedule  in  fiscal  year  1996,  along 
with  speedier  cateh-up  immunization  against  measles.  Newly  approved  varicella 
(chicken  pox)  and  hepatitis  vaccines  will  be  considered.  Only  one  of  these  five  new 
additions  to  the  vaccine  schedule  (the  measles  booster)  will  be  covered  by  statutory 
price  caps  (that  is,  contract  prices  that  were  in  effect  in  1993).  CDC  officials  esti- 
mate that  VFC  purchases  of  the  new  varicella  vaccine  could  cost  an  additional  $35 
million  to  $560  million,  depending  on  the  extent  of  cateh-up  coverage  recommended. 
CDC  estimates  that  once  cateh-up  has  been  completed,  the  annual  cost  of  including 
varicella  will  range  from  $35  million  to  $70  milUon. 

METHODOLOGY 

To  perform  our  review,  we  examined  pertinent  literature,  data,  and  agency  docu- 
ments, met  with  CDC  officials,  and  convened  a  panel  of  the  principal  investigators 
on  four  major  CDC-ftinded  studies  that  "diagnosed"  and  identified  reasons  for  low 
immunization  rates  among  inner-city  preschoolers  in  Baltimore,  Los  Angeles,  Phila- 
delphia, and  Rochester,  New  York,  we  also  surveyed  all  50  states  and  the  District 
of  Columbia  and  interviewed  other  federal  and  state  officials,  vaccine  experts,  rep- 
resentatives of  vaccine  manufacturers  and  distributors,  and  physicians. 

STUDY  RESULTS 

Turning  to  our  results,  I  would  like  to  cover  four  areas  that  underpin  our  view 
that  VF(?s  goal  needs  to  be  reassessed.  These  areas  are  vaccine  cost,  pockets  of 
underimmunization,  VFC's  implementation,  and  promising  options  for  improving 
children's  immunization  rates. 

Vaccine  Cost 

From  the  available  evidence,  we  conclude  that  the  cost  of  vaccine  for  parents  has 
not  been  a  major  barrier  to  children's  timely  immunization.  Immunization  rates  for 
preschool  children  at  the  outset  of  VFC  were  at  or  near  the  90-percent  national  goal 
for  1996.  Further,  immunization  rates  among  school  children  now  exceed  95  percent 
for  all  antigens  in  the  basic  series.  Four  major  CDC  studies  suggest  that  other  bar- 
riers are  more  important  than  vaccine  cost.  These  and  other  studies  identify  many 
barriers,  including  inadequate  clinic  resources,  clinic  policies  that  deter  vaccination, 
and  various  factors  that  cause  providers  to  miss  opportunities  to  immunize  children 
at  regular  visits.  In  fact,  when  VFC  began,  most  cnildren  who  had  not  received  age- 
appropriate  vaccinations  had  already  had  access  to  free  vaccine  through  Medicaid 
or  public  health  clinics,  but  their  health  care  providers  had  missed  opportunities  to 
vaccinate  them  during  routine  visits. 

The  evidence  that  CDC  has  relied  on  to  suggest  that  vaccine  cost  is  a  m^'or  bar- 
rier tends  toward  mere  narrow  investigations  of  particular  factors,  such  as  provid- 
ers' referral  patterns.  We  found  that,  for  the  purpose  of  assessing  the  role  of  vaccine 
cost  in  underimmunization,  this  research  suffers  from  several  conceptual  and  meth- 
odological problems.  One  is  the  failure  to  separate  vaccine  costs,  which  VFC  ad- 
dresses, from  the  laiger  provider  fees  associated  with  immunization,  which  it  gen- 
erally does  not.  The  statute  does  stipulate  that  providers  may  not  deny  vaccine  to 
a  child  who  is  unable  to  pay  the  administration  fee.  However,  CDC  has  no  measures 
to  ensure  the  providers'  compliance  with  this  requirement.  Another  problem  with 
the  research  is  its  inability  to  determine  that  the  factors  actually  measured,  such 


2 The  vaccines  VFC  provides  to  the  states  include  antigens  for  measles,  mumps,  rubella,  diph- 
theria, tetanus,  pertussis,  polio,  hepatitis  B,  and  haemopnilus  influenza. 
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as  provider  referrals  to  public  health  clinics,  are  valid  indicators  of  whether  children 
are  or  are  not  immunized.  And,  too,  much  of  the  research  relies  on  opinion  data  col- 
lected in  surveys  rather  than  through  an  analysis  of  the  immunization  status  of  rep- 
resentative samples  of  children. 

Pockets  of  Need 

It  is  important  to  note  that  the  problem  of  underimmunization  is  largely  con- 
centrated in  certain  population  groups  and  areas  often  referred  to  as  "pockets  of 
need."  In  these  groups  and  areas,  there  are  disproportionate  numbers  of  children 
who  are  not  immunized  for  specific  diseases,  creating  conditions  ripe  for  disease  out- 
break. For  example,  CDC's  analysis  of  the  measles  outbreaks  in  the  1980s  shows 
that  delayed  immunization  led  to  consistently  reported  cases  over  10  years  in  only 
17  of  3,137  U.S.  counties,  suggesting  that  special  efforts  to  improve  immunization 
coverage  might  be  targeted  there. 

Program  Implementation 

Although  CDC  has  devoted  much  effort  and  considerable  resources  to  implement- 
ing VFC,  and  has  made  progress,  VFC's  implementation  remains  incomplete.  We  re- 
ported in  July  1994  that  the  original  CDC  plan  to  implement  VFC  by  October  1, 
1994,  was  very  ambitious  given  its  scope,  the  inherent  complexity  and  interdepend- 
ence of  tasks,  and  the  need  for  strong  leadership  to  coordinate  the  efforts  of  various 
federal,  state,  and  private  sector  partners.^  We  questioned  CDC's  ability  to  accom- 
plish those  tasks  adequately  before  October  1994.  However,  the  Department  of 
Hefilth  and  Human  Services  (HHS)  asserted  that  these  problems  could  be  rectified 
and  announced  that  VFC  would  be  fully  implemented  by  October  1,  1994. 

For  toda3r's  report,  we  reviewed  tne  status  of  contract  negotiation,  provider  enroll- 
ment, provider  reimbursement,  order  processing  and  automation,  vaccine  distribu- 
tion, accountability,  and  evaluation  planning  as  of  March  30,  1995.  We  found  that 
six  of  these  seven  critical  implementation  tasks  remain  incomplete. 

Vaccine  Contracts 

The  only  completed  task  is  contracting  to  purchase  vaccines.  Even  here,  two  prob- 
lems have  emerged.  First,  some  states  have  objected  that  CDC's  order  processing 
methods  do  not  permit  them  to  guarantee  physicians  specific  brands  oi  vaccine.^ 
Many  physicians  believe  that  different  brands  of  vaccine  are  not  interchangeable. 

Second,  CDC  oflBcials  told  us  that  the  maximum  doses  of  oral  polio  vaccine  (OPV) 
that  can  be  purchased  under  the  current  contract  will  not  meet  the  estimated  needs 
of  all  ttie  states  for  fiscal  year  1995.  This  problem  may  only  get  worse,  since  14 
states  and  the  District  of  Columbia  have  yet  to  begin  routine  ordering  for  private 
providers.'^  This  would  result  in  a  shortage  of  the  polio  vaccine  for  VFC  unless  CDC 
draws  it  fi-om  the  stockpile,  which  CDC  officials  describe  as  a  last  resort,  or  buys 
additional  vaccine  outside  the  existing  contract.  Buying  OPV  outside  the  contract 
at  prices  that  exceeded  the  statutory  caps  would  create  questions  about  CDC's  abil- 
ity to  comply  with  the  law.^ 

Vaccine  Distribution 

CDC  has  had  problems  distributing  VFC  vaccines  to  private  providers.  CDC's  pol- 
icy has  shifted  considerably  in  this  regard.  At  first,  CDC  officials  indicated  that 
since  the  law  did  not  permit  the  agency  to  reimburse  manufacturers  separately  for 
delivery  of  vaccine  purchased  under  the  price  caps,  it  would  distribute  vaccine 
through  a  national  distribution  center  under  the  Gfeneral  Services  Administration. 
However,  plans  for  a  national  distribution  center  were  dropped  in  August  1994,  and 
CDC,  in  apparent  contradiction,  attempted  to  amend  its  contracts  with  four  vaccine 
manufacturers  to  provide  separate  payments  for  delivery  services.  CDC  solicited  and 
received  sole-source  bids  fi^om  four  vaccine  manufacturers  by  December  1994  but 
withdrew  its  solicitation  in  April  1995  because  many  states  had  made  alternative 
distribution  arrangements  witii  CDC's  financial  assistance.  As  of  March  30,  1995, 
15  of  the  24  juris(fictions  (23  states  and  the  District  of  Columbia)  that  had  expected 
to  rely  on  a  national  distribution  center  had  not  begun  routine  vaccine  delivery  to 


3  U.S.  General  Accounting  Office,  Vaccines  For  Children:  Critical  Issues  in  Design  and  Imple- 
mentation, GAO/PEMD-94-28  (Washington,  D.C.:  July  1994). 

"Under  current  contracting  arrangements,  such  a  guarantee  might  not  be  possible  100  percent 
of  the  time,  but  systems  might  be  improved  to  optimize  the  satisfaction  of  providers'  preferences. 

'These  15  jurisdictions  represent  more  than  1.3  million  children,  or  more  than  45  percent  of 
the  children  younger  than  2  who  the  states  estimated  would  receive  VFC  vaccine  from  private 
providers. 

*  If  the  OPV  contract  does  not  permit  the  purchase  of  sufficient  quantities  of  vaccine  to  meet 
VFC's  needs,  it  will  be  important  for  CDC  to  give  VFC's  acquisitions  priority  over  those  made 
at  state  option. 
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})rivate  providers.  As  a  result,  private  providers  in  14  states  and  the  District  of  Co- 
umbia  will  not  be  able  to  immunize  entitled  children  with  free  VFC  vaccines. 

While  the  states  that  have  decided  to  develop  their  own  distribution  systems  will 
be  fully  reimbursed  for  distribution  costs  through  VFC,  these  costs  are  not  capped, 
and  the  states  do  not  have  to  contribute  to  them.  Other  than  reviewing  state  fund- 
ing requests,  CDC  has  provided  no  guidance  to  the  states  on  how  to  deal  with  dis- 
tribution costs,  which  have  differed  considerably  depending  on  state  solicitation  and 
contracting  procedures. 

Provider  Enrollment 

While  the  states  had  enrolled  most  public  health  providers  as  of  January  30, 
1995,  CDC  and  many  states  cannot  gauge  the  proportion  of  private  or  Medicaid  pro- 
viders that  have  been  enrolled.  CDC  does  not  know  the  numoers  of  eligible  pediatri- 
cians, family  practitioners,  osteopaths,  Medicaid  providers,  and  other  private  provid- 
ers and  therefore  cannot  accurately  assess  the  proportions  of  immumzing  providers 
who  have  been  enrolled. 

In  early  1994,  CDC  said  that  it  hoped  for  50-percent  enrollment  of  private  provid- 
ers but  had  no  state-specific  goals.  In  January  1995,  46  states  had  begun  their  en- 
rollment but  only  30  of  these  could  provide  estimates  of  the  proportion  of  providers 
who  had  been  enrolled.  Of  these  30,  only  13  reported  50-percent  enrollment  or 
more.''  Of  Uie  remaining  17  states,  8  reported  11  to  49  percent  enrollment  and  9 
reported  10  percent  or  less.  These  17  states  represent  about  one  third  of  the  chil- 
dren likely  to  receive  VFC  vaccines  through  the  private  sector. 

About  60  percent  of  the  children  who  are  eligible  for  VFC  are  also  eligible  for 
Medicaid  ana  receive  their  other  health  care  through  providers  enrolled  in  tnat  pro- 
gram. The  Health  Care  Financing  Administration  (HCFA)  plans  to  terminate  Medic- 
aid vaccine  payments  in  October  1995  where  VFC  vaccines  are  available  to  private 
providers.  Tnus,  monitoring  the  proportions  of  Medicaid  physicians  who  have  en- 
rolled in  VFC  is  the  only  way  of  ensuring  that  Medicaid  beneficiaries'  access  to  im- 
munization will  not  be  msrupted.  However,  it  is  not  clear  whether  HCFA  can  assess 
Medicaid  beneficiaries'  access  to  VFC-enrolled  providers  in  order  to  determine  when 
it  is  prudent  to  end  these  pa3Tnents. 

Provider  Reimbursement 

Under  the  law,  providers'  fees  for  administering  VFC  vaccine  are  to  be  based  on 
their  actual  costs  for  providing  this  service.  Although  CDC  has  set  caps  on  adminis- 
tration fees,  it  has  based  these  caps  on  physicians'  prevailing  charges  instead  of 
costs.  Consequently,  in  several  states,  permissible  fees  under  VFC  nave  exceeded 
Medicaid  vaccine  administration  fees  by  as  much  as  $10.  CDC's  rationale  for  using 
prevailing  charges  was  that  data  on  the  cost  of  administering  vaccine  were  insuffi- 
cient when  it  developed  VFC's  reimbursement  policy  and  that  physicians  would  not 
otherwise  enroll.  As  we  noted  in  July  1994,  this  policy  can  create  a  financial  burden 
for  parents,  who  may  have  to  pay  more  than  under  a  fee  schedule  based  on  adminis- 
tration costs,  as  stipulated  in  the  law.® 

Order  Processing  and  Automation 

CDC  developed  and  provided  the  states  with  software  and  hardware,  known  as 
VACMAN,  to  assist  them  in  ordering,  tracking,  and  recording  the  costs  of  publicly 
funded  VFC  vaccines  by  processing  bulk  public  and  individual  private-provider  vac- 
cine orders,  recording  data  on  all  enrolled  public  and  private  providers,  accounting 
for  orders  by  funding  source  (whether  Section  317,  state,  or  VFC),  and  electronically 
linking  CDC  and  the  64  state  immunization  projects.  During  fiscal  year  1994,  CDC 
developed  and  distributed  this  system  at  a  cost  of  just  under  $1  million. 

CDC  did  not  (1)  allot  enough  time  to  test  VACMAN  operationally  before  the  Octo- 
ber 1,  1994,  start  date,  (2)  actively  involve  the  system's  users  to  ensure  that  their 
functional  needs  would  be  met,  (3)  perform  alternative  systems  design  and  cost-ben- 
efit analyses  to  determine  the  best  system  to  support  VFC's  objectives,  or  (4)  per- 
form independent  quality-assurance  testing  of  the  system. 

The  result  is  that  VACMAN  is  not  designed  to  meet  critical  VFC  needs,  such  as 
identifying  underimmunized  children  or  tracking  those  who  have  been  vaccinated 
through  the  program.  Twenty-two  states  said  that  for  VACMAN  to  be  useful,  they 


'Of  these  13,  7  were  capable  of  expediting  enrollment  because  they  either  had  begun  univer- 
sal vaccine  distribution  since  VFC  or  had  implemented  universal  distribution  programs  before 
VFC.  The  3  states  reporting  90-percent  enrollment  or  more  had  universal  programs  before  VFC, 
but  they  serve  less  tlian  1  percent  of  the  children  younger  than  2  who  are  ukely  to  be  immu- 
nized with  VFC  vaccines. 

*U.S.  General  Accounting  Office,  Vaccines  for  Children:  Critical  Issues  in  Design  and  Imple- 
mentation, p.  2. 


137 

need  to  link  it  with  other  systems  and  databases,  but  many  states  cannot.  This 
hinders  their  abUity  to  share  data  and  fully  support  the  VFC  program. 

Many  of  VACMAN's  system  functions  are  not  being  used.  For  instance,  CDC  dis- 
abled private-provider  ordering  functions  when  the  national  system  for  distributing 
vaccines  to  providers  was  dropped.  The  states  can  use  VACMAN  only  for  bulk  order- 
ing, thus  limiting  their  ability  to  track  and  account  for  vaccines  ordered  by  private 
Providers.  Moreover,  the  states  perceive  VACMAN's  accountability  as  limited — only 
states  told  us  that  VACMAN  meets  all  their  accountability  needs. 

Moreover,  VACMAN  does  not  provide  the  states  with  overall  project  fund  bal- 
ances, so  they  may  not  know  whether  they  have  funds  to  cover  orders  as  they  place 
them,  nor  does  it  indicate  whether  a  vaccine  is  on  back  order,  so  they  cannot  easily 
determine  when  or  whether  an  order  will  be  filled.  Officials  in  29  states  said  that 
they  operate  other  systems  to  track  and  manage  vaccines  even  though  this  may  in- 
volve dual  data-entry  and  redundant  operations.  CDC  plans  multiple  revisions  to 
the  software  through  the  end  of  this  year. 

Accountability 

Believing  that  strict  accountability  measures,  such  as  requiring  providers  to  re- 
port vaccine  usage,  might  prevent  them  from  participating,  CDC  mandated  only 
that  Hie  states  require  providers  to  complete  three  enrollment  documents. ^ 

CDC's  initial  plan  had  been  to  use  the  providers'  own  estimates  of  their  vaccine 
needs  as  the  basis  for  vaccine  accountability.  We  noted  in  July  1994  that  this  plan 
was  inadequate  and  that  CDC  lacked  any  independent  means  of  verifying  state  vac- 
cine needs,  and  we  concluded  that  it  would  not  be  able  to  detect  fraud  and  waste. 
Moreover,  providers'  enrollment  remains  low,  despite  VFC's  minimal  accountability 
requirements. 

Reversing  policy  in  November  1994,  CDC  gave  the  states  1  month  to  report  com- 
prehensive accountability  plans  for  their  supplies  of  free  vaccine.  These  plans  con- 
tain a  variety  of  measures;  many  states  plan  to  compare  providers'  profiles  and  or- 
dering patterns  to  extemsd  databases  such  as  immunization  registries.  But  as  of 
March  30,  1995,  no  states  had  submitted  reports  to  CDC,  and  the  agency  cannot 
distinguish  between  the  number  of  children  who  have  been  immunized  under  VFC 
and  the  number  of  doses  of  vaccine  that  have  been  distributed,  nor  can  it  accurately 
assess  vaccine  waste. 

The  major  federal  accountability  requirement  is  that  providers  estimate  the  num- 
ber of  their  patients  who  are  eligible  for  VFC  and  their  vaccine  needs.  However, 
most  states  report  that  providers  "greatly"  or  "somewhat"  overestimate  these  num- 
bers. CDC  has  found  that  several  states  reljdng  on  these  estimates  have  projected 
vaccine  needs  that  exceed  the  total  numbers  of  children  in  the  appropriate  age 
ranges.  "Therefore,  CDC  has  dropped  its  plans  to  use  such  data  as  a  basis  for  ac- 
countability, engaging  a  contractor  in  February  1995  to  study  alternative  measures. 

In  the  absence  of  oetter  accountability  plans,  CDC  cannot  ensure  that  VFC  is 
reaching  the  target  population,  let  alone  underimmunized  children  in  pockets  of 
need,  or  to  determine  the  level  of  waste  and  abuse. 

Evaluation 

As  of  May  1,  1995,  CDC  had  released  no  plans  for  evaluating  VFC,  and  31  of  the 
states  we  surveyed  in  December  1994  had  no  such  plans.  The  states  that  did  have 
plans  generally  acknowledged  that  they  were  not  intended  to  evaluate  the  program's 
effect  (versus  assessing  its  implementation)  or  could  not  distinguish  VFC's  interven- 
tion from  other  factors  that  might  be  improving  immunization  rates.  Forty  states 
reported  that  they  had  initiated  related  programs  at  or  near  the  time  when  VFC 
began.  In  the  states  that  already  had  universal  vaccine  purchase  programs,  it  is  not 
clear  that  VFC  will  have  any  direct  effect  on  immunization  activities  apart  from 
changing  the  source  of  their  financing. 

CDC  officials  reported  before  VFC  began  that  their  draft  VFC  evaluation  plans 
focused  on  the  program's  implementation,  which  CDC  has  begun  to  examine 
through  periodic  surveys  of  state  immunization  personnel. 

In  summary,  we  found  ongoing  problems  in  six  of  the  seven  areas  of  program  im- 
plementation we  examined.  Although  contract  negotiation  and  enrollment  of  public 
health  providers  are  largely  complete,  the  enrollment  of  private  providers  appears 
to  be  low.  While  HCFA  conducts  a  cost  study,  VFC  policies  governing  providers  fees 
remain  inconsistent  witii  the  law.  At  least  15  jurisdictions  had  not  begun  routine 
shipments  of  vaccine  to  private  providers  by  March  1995.  Moreover,  VFC's  auto- 


'  Centers  for  Disease  Control  and  Prevention,  Vaccines  For  Children  Operations  Guide  (At- 
lanta: May  1994),  p.  22.  The  tfiree  enrollment  documents  are  the  provider  s  profile,  the  provid- 
er's enrollment  form,  and  the  patient's  eligibility  form. 
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mated  order  processing  system  was  not  developed  in  conformance  with  federal 
guidelines  ana,  consequentiy,  siipports  limited  program  functions  and  fails  to  meet 
important  user  requirements.  CDC's  accountabilityplans  do  not  permit  it  to  distin- 
guish the  number  of  children  immunized  with  VFC  vaccine  from  the  number  of 
doses  of  vaccine  distributed  and  thus  limit  its  capacity  to  monitor  vaccine  waste  and 
diversion.  Finally,  evaluation  plans  were  not  ready  as  late  as  May  1995. 

Collectively,  these  facts  raise  concerns  about  VFC's  management  and  its  coordina- 
tion with  other  immunization  programs.  VFC's  management,  split  across  HCFA, 
CDC,  and  the  states,  offers  little  assurance  of  a  smooth  transition  between  VFC  and 
other  immunization  programs.  For  example,  while  VFC  operates  in  coryunction  with 
Medicaid's  immunization  efforts,  the  two  programs  have  not  been  adequately  coordi- 
nated. HCFA  has  therefore  been  unable  to  set  criteria  for  cut-off  dates  for  vaccine 
reimbursement  under  Medicaid,  and  the  data  on  Medicaid  providers  that  are  critical 
for  developing  VFC's  provider-enrollment  goals  are  not  available. 

Promising  Options 

CDC-funded  studies  have  shown  promise  for  improving  immunization  rates  by  co- 
ordinating immunization  services  with  large  public  proerams — such  as  the  Special 
Supplemental  Food  Program  for  Women,  Infants,  and  Cnildren  and  Aid  to  Families 
wiui  Dependent  Children,  which  cover  children  who  are  known  to  be  at  high  risk 
of  delayed  immunization  and  vaccine-preventable  disease.  Research  also  links  im- 
proved immunization  with  provider-based  strategies,  such  as  assessing  clinic  immu- 
nization practices  and  offering  feedback  or  creating  reminder  and  recall  systems  or 
registries  to  reduce  missed  opportunities  for  immunization.  One  CDC  official  has 
testified,  based  on  major  CDC-funded  research,  that  immunization  rates  for  most 
antigens  could  be  improved  by  as  much  as  15  percent  simply  by  eliminating  missed 
opportunities. 

CONCLUSIONS 

We  conclude  fix)m  the  available  evidence  that  vaccine  cost  has  not  been  the  majoT 
barrier  for  the  parents  of  underimmunized  children.  Major  studies  indicate  that  free 
vaccine  was  generally  available  to  them  before  VFC.  Even  a  fully  functional  VFC 
is  not  likely  to  prevent  outbreaks  of  vaccine-preventable  disease.  These  outbreaks 
are  likely  to  occur  in  pockets  of  need  located  mostly  in  urban  areas  across  the  na- 
tion. Data  on  underimmunized  children  in  major  metropolitan  areas  indicate  that 
supplementary  action  independent  of  making  vaccine  free  will  be  required  and  that 
efforts  other  than  VFC  may  hold  greater  promise. 

The  Confess  may  want  to  consider  refocusing  VFC's  goal  from  the  improvement 
of  general  immunization  rates  to  the  achievement  of  higher  immunization  rates  in 
pockets  of  need,  where  conditions  are  ripe  for  disease  outbreaks  among  under- 
immunized  children.  A  program  with  immunization  targeted  to  pockets  of  need 
should  be  more  cost-effective  than  the  current  approach.  In  conjunction,  enrollment, 
accountability,  automation,  and  evaluation  efforts  need  to  be  adjusted  to  focus  on 
children  who  are  at  the  greatest  risk  for  delayed  immunization.  Reminder  and  recall 
or  tracking  systems  might  help  identify  and  reach  them. 

Mr.  Chairman,  this  concludes  my  remarks.  I  would  be  happy  to  answer  any  ques- 
tions that  you  or  members  of  the  Subcommittee  may  have. 

Mr.  BILIRAKIS.  Well,  I'll  shift  this  back  to  the  5  minute  mark. 

Dr.  Chan,  there  are  a  lot  of  specific  questions  which  I  trust  prob- 
ably will  be  raised  by  many  of  the  members.  This  is  not  only  a  very 
busy  committee,  it  used  to  be  and  probably  still  is  the  busiest  com- 
mittee the  House  but  it  is  well  attended  and  I  am  very  pleased 
with  the  attendance  here  today. 

Let  me  ask  you  a  basic  question.  In  your  opinion,  we  all  acknowl- 
edge first  that  vaccinating  children  is  a  very,  very  important  as- 
pect. It's  something  that  we  all  hope  will  continue  and  continue 
every  bit  as  good,  if  not  on  an  improved  basis  over  what  has  taken 
place  up  to  now.  In  your  opinion,  if  Medicaid  goes  on  the  block 
grant  system,  and  I  am  not  sure  whether  you  are  familiar  with  the 
details  there  and  we  are  not  that  familiar  with  the  details  as  yet — 
but  in  any  case  we're  talking  about  giving  the  responsibility  to  the 
States,  the  dollars  going  to  the  States  and  then  the  States  will  de- 
cide how  to  use  it. 
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Do  you  in  your  mind  and  in  your  heart  feel  that  the  States  can 
do  as  good  a  job  and  potentially  even  a  better  job  in  terms  of  vac- 
cinating our  children? 

Mr.  Chan.  Well,  let  me  say  that  we  have  talked  to  a  lot  of  State 
officials  and  we  recognize  that  there's  a  lot  of  other  activities  that 
are  going  on  within  States  beyond  VFC  and  there's  a  lot  of  out- 
reach programs  going  on  and  advertisements. 

We  receive  posters  from  them  and,  you  know,  they  are  hard  at 
work  and  they  understand  the  problem. 

I  think  you  are  asking  more  of  a  finance  issue,  which  is  some- 
thing that 

Mr.  BiLiRAKis.  No,  no,  I  am  not  really  talking  finance  as  much 
as  I  am  caring  and  concern  and  wanting  to  get  something  done. 

Mr,  Chan.  Well,  let  me  say  basically  if  you  look  at  CDC,  purely — 
the  role  of  CDC  at  the  Federal  level  alone,  you  find  essentially 
HHS  is  really  writing  the  checks,  so  there  is  a  change  in  terms  of 
who  is  paying  for  what.  But  as  I  go  through  the  VFC  so-called  criti- 
cal issues  in  terms  of  accountability,  in  terms  of  evaluation,  in 
terms  of  listening  to  providers,  to  their  role  and  so  on,  they  have 
already  been  delegated  to  the  States  to  do. 

So  what  I  am  saying  is  the  infrastructure  side  as  well  as  the 
operational  side,  it's  really  been,  you  know,  even  under  VFC  it's 
been  done  that  way. 

Mr.  BiLlRAKls.  So  in  other  words,  in  your  opinion  the  States  have 
actually  been  handling  a  major  portion  of  this  function,  even  under 
the  VFC  program. 

Mr.  Chan.  That's  right. 

Mr.  BILIRAKIS.  And  is  your  answer  then  basically  yes  to  my  ques- 
tion, that  you  feel  that  they  can  do  as  good  a  job? 

You  keep  looking  at  Mr.  Waxman. 

Mr.  Chan.  I  should  be  looking  at  him? 

Mr.  BiLiRAKis.  No,  I 

Mr.  Chan.  I  would  agree  with  that  in  general  principle,  yes,  sir. 

Mr.  BiLlRAKlS.  Well,  you  mentioned  a  90-96  figure  there.  What 
is  the  goal  of  immunization  in  your  opinion  and  what  type  of  statis- 
tics are  more  relevant  for  this  purpose  and  why? 

I  might  ask  you  as  an  additional  part  of  that  question  if  you  have 
discussed  this  issue  with  any  other  expert  in  the  public  health 
field,  and  if  so,  who  is  that  person? 

Mr.  Chan.  Yes,  let  me  first  answer  you. 

Mr.  BiLiRAKis.  Yes. 

Mr.  Chan.  The  goal  is  achieving  90  percent  level  of  vaccination 
and  the  current  time  when  it's  set  is  for  basically 

Mr.  BILIRAKIS.  That's  your  90-96  year? 

Mr.  Chan.  Right,  by  1996.  There  are  different  ways  of  looking  at 
it  and  I  think  we  had  some  discussion  with  CDC  about  this. 

One  is  that  you  can  look  at  it  and  say  if  the  outcome  you  want 
is  prevention  of  a  specific  disease  or  outbreak,  then  you  can  look 
at  the  level  of  immunization  for  measles  or  DTP  or  polio. 

From  that  perspective  what  I  was  reporting  is  that  as  of  May, 
1994,  which  is  the  last  time  they  had  the  statistics  on,  they  have 
reached  the  level  of  91  percent  for  MMR;  for  DTP-3  that  means 
three  shots  of  that,  it's  level  was  at  90  percent;  for  OPV-3  it's  in 
the  neighborhood  of  80  percent;  for  DTP-4  I  think  it  is  70  percent, 
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so  if  you  look  at  that  from  that  perspective,  the  disease  prevention 
approach,  then  we  are  really,  you  know,  late  in  20  percent — ^this  is 
for  children  under  two — 20  percent  in  DPT-4  and  as  well  as  OPV, 
10  percent  for  OPV  for  the  third  shot. 

Mr.  BiLiRAKis.  Okay.  Now  what  is  keeping  us  from  increasing 
those  figures  and  proving  those  figures  to  the  90-plus  categorv? 

Mr.  Chan.  Well,  the  way  I  see  the  problem  is  that  we're  aesign- 
ing  a  program  tr5dng  to  solve  something  we  call  "90  percent  solu- 
tion" to  a  20  or  10  percent  problem.  In  that  sense,  you  already  have 
people  achieving  a  pretty  close  goal  and  that's  why  we  raised  the 
question,  you  know,  it's  my  own  personal  belief  that  even  if  we 
reach  90  percent  there  is  no  way  for  us  to  say  that  disease  would 
be  prevented  in  an  outbreak  anywhere  because  essentially  you  can 
still  have,  as  Mr.  Towns  said,  an  area  such  as  the  inner  city  where 
the  immunization  is  really  low  and  all  you  need  is  someone  to 
bring  the  disease  and  then  you  have  an  outbreak. 

Mr,  BILIRAKIS.  Well,  my  time,  sir,  has  expired  and  I  don't  want 
to  be  unfair.  I'll  shift  over  to  Mr.  Waxman, 

Mr.  Waxman,  Thank  you,  Mr.  Chairman. 

Mr.  Chan,  right  now  under  existing  law  the  States  have  the  re- 
sponsibilities to  oversee  the  immunization  of  the  children  the  State, 
isn't  that  right? 

Mr.  Chan.  Yes. 

Mr.  Waxman.  And  this  Vaccines  for  Children  program  didn't  en- 
vision taking  that  responsibility  from  the  States  but  helping  the 
States  by  providing  less  expensive  or  in  fact  often  free  vaccines  so 
the  States  wouldn't  have  to  spend  their  money  on  the  vaccines. 

Mr,  Chan.  Exactly,  yes. 

Mr.  Waxman.  And  the  idea  behind  the  legislation  was  then  to 
say  to  the  States  that  appropriated  moneys  of  the  Federal  Govern- 
ment to  help  the  States  coula  then  be  used  for  outreach? 

Mr,  Chan.  Yes. 

Mr.  Waxman.  I  think  it  is  important  to  recognize  that  the  idea 
was  not  only  to  provide  supply  but  the  idea  was  to  look  at  it  in  a 
context  of  having  the  supply  there  and  the  outreach  and  that  ulti- 
mately the  State  had  to  mesh  these  two  together. 

Now  your  testimony  states  that  cost  is  not  a  major  barrier  to 
children's  timely  immunization.  You  also  cite  studies  showing  that 
cost  is  less  important  than  other  barriers.  But  you  are  not  saying 
that  cost  is  not  a  factor  at  all  in  any  case,  are  you? 

Mr.  Chan.  Well,  I  would  say  that  it  is  not  possible  for  anyone 
to  say  cost  is  not  a  factor  at  all.  Cost  has  to  have  some  factor  in 
it. 

The  question  is,  is  VFC  addressing  cost?  If  you  believe  cost  is  a 
factor  then  you  design  the  system 

Mr.  Waxman.  But  my  question  to  you- 


Mr.  Chan,  [continuing]  to  address  that. 

Mr.  Waxman.  My  question  to  you  is  in  designing  a  plan,  you  are 
not  saying  we  shouldn't  consider  the  cost  as  one  factor  that  can  be 
a  barrier  to  kids  getting  immunized? 

Mr.  Chan.  Yes,  okay. 

Mr.  Waxman.  Okay,  now  your  testimony  notes  that  implementa- 
tion of  the  VFC  program  remains  incomplete.  In  light  of  the  com- 
plexity of  scope  of  this  program,  isn't  it  a  bit  too  early  to  declare 
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its  implementation  a  failure?  Shouldn't  we  give  a  program  of  this 
nature  at  least  1  or  2  years  of  experience  before  we  scrutinize  it 
to  determine  whether  it  has  passed  or  failed? 

Mr.  Chan.  I  don't  think  in  our  testimony  we  have  actually  given 
it  a  grade.  What  we  have  said  is  six  out  of  seven  functions  they 
still  haven't  been  fully  implemented  after  9  months.  If  in  fact  the 
CDC  says  that  as  of  the  year  2000  it  will  be  fully  implemented, 
then  my  answer  is  it  hasn't  been  so,  but  you  still  have  time. 

It's  really  what  you  are  targeting  for. 

I  think  the  general  gist  of  our  testimony  is  that  there  are  prob- 
lems going  on  in  terms  of  implementing  this  program  and  then  the 
other  message  we  are  trying  to  get  across,  is  that  we  have  much 
more  concern  about  these  pockets  of  needs  and  we  want  to  raise 
that  while  that  is,  you  know,  being  sort  of  neglected. 

Mr.  Waxman.  Well,  I  agree  with  you  that  we  don't  want  to  ne- 
glect these  other  factors. 

Mr.  Chan.  Exactly. 

Mr.  Waxman.  Because  they  are  very  important  and  in  fact  they 
may  be  the  most  important  factors. 

There's  a  lack  of  understanding,  especially  by  a  lot  of  the  immi- 
grants that  come  to  this  country  about  the  importance  of  getting 
their  children  immunized.  There  is  a  cultural  way  of  looking  at 
things  where  they  don't  bring  their  kids  in. 

School  entry  is  a  good  nexus  point  because  then  people  are  told 
you  must  do  it  or  the  kids  can't  get  enrolled  in  school.  But  now  we 
are  looking  at  a  major  sea  change  in  health  care  in  this  country 
for  low  income  people. 

You  indicated  that  a  lot  of  immunizations  have  taken  place  but 
you  have  to  admit  that  a  lot  of  those  immunizations  have  taken 
place  because  Medicaid  paid  for  it. 

Now  we  are  looking  at  the  possibility  that  Medicaid  may  not  pay 
for  it.  We  may  not  have  a  Federal  role  any  longer  because  we  are 
going  to  send  money  to  the  States  and  say  here's  your  block  grant, 
do  all  that  you  need  to  do  under  Medicaid — serve  the  elderly,  take 
care  of  kids,  take  care  of  the  disabled. 

You  are  critical  of  this  program  because  of  the  lack  of  account- 
ability but  wouldn't  you  say  that  if  we  just  gave  a  block  grant  to 
the  States  and  said  take  care  of  all  these  problems  there  would  be 
even  less  accountability  as  to  how  they  are  doing  with  immuniza- 
tions? 

Mr.  Chan.  Well,  let  me  try  to  give  you  my  own  perspective,  how 
I  see  this  program,  okay? 

Pre-VFC  Medicaid  children  are  included  in  there.  All  other  peo- 
ple including  uninsured  can  go  to  public  clinics  for  shots?  Post-VFC 
the  only  difference  I  see  is  that  the  uninsured  population,  which 
consists  of  25  percent  of  that,  will  now  be  able  to  go  to  private  phy- 
sicians to  get  the  shot.  Forget  the  finance  for  the  moment.  That's 
the  population  that  you  add  on.  Otherwise,  even  for  the  uninsured 
under  VFC  they  are  not  to  be  administered  in  the  private  physi- 
cian's— they  still  have  to  go  to  the  public  clinics,  so  that  is  how  I 
see  this  program. 

Mr.  Waxman.  Just  to  conclude 

Mr.  Chan.  I'm  sorry. 

Mr.  Waxman.  [continuing]  I  want  to  make  this  statement. 
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I  see  what  you  are  sajdng  but  my  concern  is  now  that  we  go  from 
here,  we  are  not  talking  about  going  back  to  where  we  were.  We 
are  talking  about  going  further  back  than  that.  We  are  talking 
about  eliminating  the  Medicaid  responsibility  and  block  granting 
the  funding  for  it,  we  are  talking  about  making  inadequate  funding 
available  for  these  clinics.  So  I  think  that  this  critical  evaluation 
of  a  program  that  has  only  been  in  effect  for  9  months  is  going  to 
be  used  by  people  who  will  say,  well,  let's  just  throw  the  whole 
thing  out.  Then  we  are  not  going  to  be  in  the  pre-VFC  era.  We  are 
going  to  be  even  in  worse  shape  and  that  is  what  I  fear. 

Mr.  Chan.  I  see. 

Mr.  BILIRAKIS.  Thank  you,  Mr.  Waxman. 

Mr.  Klug. 

Mr.  Klug.  I  would  like  to  commend  the  three  of  you  for  your  fine 
work  on  this  study  and  the  work  you  did  earlier  last  year. 

Mr.  Chan.  Thank  you. 

Mr.  Klug.  Let  me  just  ask  you  a  couple  of  simple  questions  if 
I  can. 

Can  you  tell  me  how  much  money  we  spent  so  far  on  this  pro- 
gram? 

Mr.  Chan.  I  can't. 

Mr.  Klug.  But  what  is  the  approximate  amount? 

Mr.  Sharma.  We  have  asked  for  some  detailed  information  from 
CDC  that  we  have  not  obtained. 

Mr.  Klug.  I'm  sorry,  they  can't  tell  you  how  much  the  program 
cost? 

Mr.  Sharma.  We  had  requested  this  information  at  your  request 
from  CDC  but  we  have  not  received  detailed  information  about 
what  the  total  cost  has  been. 

Mr.  Klug.  So  you  don't  know  the  cost  of  the  program?  You  have 
no  idea? 

Mr.  Sharma.  What  we  can  tell  you  is  what  it  has  been.  As  Mr. 
Chan  indicated  that  the  cost  for  vaccine  is  about  $425  million  and 
it's  about  $45  million  for  the  administration  but  beyond  that  we 
don't  have  any,  at  least  at  this  point,  detailed  information. 

Mr.  Klug.  So  they  have  not  to  this  point  supplied  you  with  a 
number  that  says  here  is  what  we  have  spent?  That's  correct? 

Mr.  Chan.  No,  we  have  not  received  that. 

Mr.  Klug.  Well,  but  then  assuredly  they  have  been  able  to  give 
you  numbers  of  how  many  more  children  they  have  immunized? 

Mr.  Chan.  Well,  no,  they  can't  either  because  as  I  said  the  last 
estimate  they  came  out  with  through  a  survey  is  in  April-June 
timeframe,  which  is  before  VFC  is  in  place. 

To  specifically  answer  your  question 

Mr.  Klug.  To  make  sure  I  understand  this,  we  have  set  up  a  new 
entitlement  program  for  which  presently  we  have  absolutely  no 
cost  estimates  and  then  second  we  have  no  idea  whether  there  has 
been  a  single  new  child  immunized  as  a  result  of  it? 

Mr.  Sharma.  We  asked  CDC  these  questions  and  they  could  not 
tell  us  whether  as  a  result  of  VFC  a  single  kid  has  been  immunized 
or  not.  It's  not  to  say  that  they  have  not  been  immunized,  but  CDC 
cannot  tell  us. 

Mr.  Klug.  But  this  is  a  program  frankly  that  has  had  trouble 
with  numbers  all  £dong,  and  I  want  to  take  you  back  to  some  of 
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the  battle  again  over  statistics  about  the  need  for  this  program  or 
the  problems  with  measuring  just  how  severe  this  is. 

When  the  program  was  originally  rolled  out,  the  administration 
suggested  that  there  were  some  fairly  dramatically  low  numbers  of 
children  who  had  been  immunized,  in  the  60  percent  range.  Does 
my  memory  hold  true? 

Mr.  Chan.  I  think  it  was  40  to  60  as  stated  by 

Mr.  Klug.  Then  subsequently  have  you  discovered  how  old  those 
statistics  may  have  been  that  they  were  using? 

Mr.  Sharma.  I  think  they  were  using  the  late  1980's  statistics  at 
the  time — there  is  one  point  that  I  want  to  make  is  there  are  two 
wavs  to  look  at  those  statistics. 

One  is  to  take  a  look  at  in  terms  of  the  up-to-date  immunization 
for  the  basic  series,  which  is  4-3-2-1. 

Now  if  you  take  a  look  at  the  statistics  this  way,  there  is  a  poten- 
tial to  deflate  the  statistics  for  the  following  reason.  They  are  say- 
ing that  a  kid  requires  four  shots  of  DTP  and  if  the  kid  got  three 
shots  of  DTP  he  is  considered  the  same  wav  as  a  kid  who  got  zero 
shots,  so  when  you  pool  them  together  what  you  see  is  a  much 
lower  number,  but  from  a  disease  prevention  point  of  view  what 
you  really  need  antigen-specific  rates  and  if  you  take  a  look  at  it 
that  way,  what  you  find  is,  what  your  target  is  for  some  specific 
vaccines  you  need  to  intervene  and  include  the  immunization  rates 
and  then  the  number  is  within  20  percent  range,  which  is  the  low- 
est number, 

Mr.  Klug.  Well,  give  me  some  examples  of  what  our  goals  that 
were  laid  out  in  this  program  initially  might  have  been  and  per- 
haps where  we  are  today  if  you  took  a  snapshot  of  the  antigen 
rates? 

Mr.  Sharma.  Well,  as  we've  indicated  in  our  testimony  and  re- 
port that  for  two  of  the  antigens  we  have  already  reached  the  90 
percent  goal.  For  other  two  vaccines  we  are  near  the  goal  and  if 
we  really  need  to,  this  is  an  area  where  we  need  to  concentrate, 
which  is  about  less  than  10  percent,  but  if  you  pooled  them  then 
you  would  not  get  the  same  picture.  You  will  be  talking  about  70 
percent  of  the  kids  have  not  been  fully  immunized  as  opposed  to 
10  percent. 

Mr.  Klug.  But  using  that  analysis  that  you  did,  which  obviously 
suggests  we  are  much  closer  to  those  original  numbers,  I  mean  we 
essentially  have  an  entitlement  program  in  place  for  which  we 
don't  have  a  financial  estimate,  correct? 

The  CDC  at  this  point  can't  produce  any  evidence  for  this  com- 
mittee which  says  how  many  more  children  have  been  immunized, 
finally,  for  a  program  which  I  take  it  we  have  already  reached 
many  of  the  goals  that  we  are  spending  this  $450  million  to  accom- 
plish. 

Mr.  Chan.  Can  I?  Congressman  Greenwood  mentioned  about  the 
1993  hearings  and  Secretary  Shalala  presented  some  statistics  at 
that  time  and  the  statistics  presented  for  comparison  against  other 
countries,  and  the  year  that  they  used  was  1985. 

Mr.  Klug.  Excuse  me,  they  were  1985? 

Mr.  Chan.  Yes. 

Mr.  BiLiRAKis.  Please  finish  up,  Mr.  Klug. 

Mr.  Klug.  Thank  you,  Mr.  Chairman.  I  have  no  other  questions. 
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Mr.  BiLiRAKis.  I  thank  you,  sir.  Mr.  Wyden. 

Mr.  Wyden,  Thank  you,  Mr.  Chairman.  I  want  to  commend  all 
of  you  for  your  excellent  work,  and  we  have  worked  closely  with 
you  on  that  for  almost  2  years  on  this  and  I  think  my  friend  Scott 
Klug  has  hit  a  central  question. 

The  program  was  fogged  in  pretty  early  and  that  was  what  your 
first  audit  said  and  we  are  still  seeing  that  we  can't  get  basic  ques- 
tions answered  about,  you  know,  who,  when,  where,  and  the  nuts 
and  bolts  of  implementation,  and  I  find  this  particularly  difficult 
because  I  am  somebody  who  believes  that  there  is  something  in  be- 
tween the  extraordinary  inefficiency  you  all  are  pointing  out  and 
just  sending  a  check  to  the  States  and  saying,  here,  best  wishes, 
hope  everything  turns  out  and  the  kids  get  immunized — I  think 
there  is  something  in  between  and  I  want  to  ask  you  about  a  cou- 
ple of  issues  that  I  think  can  help  us  find  that  approach. 

Now  we  are  almost  concerned  about  the  needy  youngsters  and 
you  already  told  Mr.  Klug  that  CDC  doesn't  really  have  a  handle 
on  ?iow  many  of  them  are  getting  immunized. 

Do  they  have,  in  your  view,  management  systems  that  will  be  ca- 
pable of  telling  us  at  some  point  whether  these  needy  youngsters, 
the  so-called  pockets  of  need,  that  those  needy  youngsters  are  being 
served? 

Mr.  Chan.  The  way  they  determined  the  level  of  immunization 
is  through  surveys  and  one  is  the  NHIS  survey,  and  the  second  is 
random  digit  dialing  through  telephones.  There,  one  can  reach  a 
particular,  specific  area  like  through  dialing  and  obtain  information 
about  them.  But  we  don't  have  information  on  specifically  the  un- 
derserved  population 

Mr.  Wyden.  So  you  believe  their  management  systems  as  they 
stand  today  are  not  capable  of  telling  Congress  the  most  important 
information,  which  is  the  data  about  the  needy,  is  that  correct? 

Mr.  Chan.  That's  correct.  Did  you  want 

Mr.  Sharma.  No,  that  is  correct.  What  you  need  is  rapid 
accessment  techniques,  which  they  don't  have. 

There  are  two  things,  with  the  current  statistical  system  they 
have,  they  do  not  tap  into  those  pockets  of  need.  Random  digit  dial- 
ing is  the  closest  system  that  they  have,  but  they  do  it  at  the  met- 
ropolitan area  not  by  a  zip  code  and  you'd  need  to  have  that  kind 
of  information. 

Second,  the  current  accountability  mechanisms  they  have  would 
not  allow  them  to  know  which  kid  got  vaccine,  so  they  would  not 
know,  to  answer  your  questions  on  pockets  of  needs. 

Mr.  Wyden,  In  terms  of  a  accountability,  what  ideas  can  you  give 
us  in  terms  of  our  discussions  with  the  States  that  could  actually 
put  in  place  some  accountability  so  that  when  the  Federal  Govern- 
ment works  with  the  States  we  can  have  some  assurance  that 
these  youngsters  get  served? 

Mr.  Chan.  Do  you  want  to  answer? 

Mr.  Sharma.  We  have  discussed  this  issue  with  State  officials 
and  also  with  a  lot  of  physicians  in  private  practice. 

In  principle,  physicians  have  said  to  us  two  things.  They  are  very 
skeptical  of  the  Federal  Government  because  any  time  there  is  an 
entitlement  program  there  is  a  lot  of  paperwork  requirements  and 
CDC  has  responded  to  and  listened  to  them,  and  as  a  result  of  that 
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they  had  very  little  paperwork  requirements.  The  second  message 
that  we  got  from  the  physicians  is  that  they  don't  mind  reporting 
to  the  Federal  Government  as  long  as  the  system  is  simple — it 
matches  with  their  existing  system  needs.  That  is,  in  order  to  get 
reimbursed,  most  physicians  currently  have  to  submit  claims  to  the 
insurance  company,  which  is  a  proof,  a  record  that  they  got  immu- 
nized, and  if  CDC  could  design  a  system  that  will  capture  this  in- 
formation without  duplication,  physicians  would  have  no  objection 
to  it. 

Second,  at  least  in  some  States  through  CDC's  own  initiative 
they  have  now  come  out  with  a  registry  system  where  all  physi- 
cians do  report. 

Mr.  Wyden.  So  there  are  some  models  where  we  cold  have  ac- 
countability through  the  kind  of  physician  reporting  that  you  are 
talking  about  and  at  the  same  time  it  wouldn't  be  bureaucratic 
water  torture?  It  works  and  there  is  evidence  that  there  are  mod- 
els, is  that  right? 

What  States  are  those?  My  time  is  up. 

Mr.  Sharma.  Mississippi  is  one,  I'm  told. 

Mr.  Wyden.  Okay.  If  you  could  furnish  that  to  the  subcommittee, 
because  I  think  that  is  one  of  the  things  we  have  got  to  have  is 
some  accountability  and  I  appreciate  your  response. 

Thank  you,  Mr.  Chairman. 

Mr.  BiLiRAKis.  Thank  you,  Mr.  Wyden,  and  would  you  please  fur- 
nish that  to  the  subcommittee  within  the  next  few  days? 

Mr.  Sharma.  Yes. 

Mr.  BILIRAKIS.  All  right,  thank  you.  Dr.  Cobum. 

Mr.  COBURN.  Thank  you.  Can  you  explain  for  this  committee  the 
statement  that  Mr.  Stupak  stated  in  terms  of  the  significant  cost 
in  rise  of  vaccines  for  children  that  are  immunized  now?  I  think  it 
was  from  $30  or  $60  to  $260.  Can  you  explain  the  reasons  behind 
that  for  this  committee? 

Mr.  Chan.  Yes.  I  don't  have  exactly  the  statistics  in  my  head  but 
I  think  they  are  caused  by  a  number  of  things. 

One  is  that  of  increased  number  of  new  vaccines  being  intro- 
duced and  the  second  is  that  the  schedule  would  increase  in  terms 
of  number  of  doses  you  need,  and  third  is  the  insurance 

Mr.  COBURN.  Is  it  not  true  that  the  addition  of  one,  Hepatitis  B, 
added  greater  than  $150  to  the  cost  of  immunizing  children  on 
those  pre-  and  post-statistics?  Is  that  not  true? 

Mr.  Chan.  It  could  be,  yes.  I  don't  know  the  numbers  exactly 
though.  That's  why  I  can't 

Mr.  Sharma.  Let  me  just  add,  you  know,  the  increase  that  has 
been  cited  has  many  factors  including  the  fact  that  new  vaccines 
has  been  added  that  has  been — the  Vaccine  Compensation  Act  has 
taken  care  of  some  of  it. 

There  were  some  liabilities  issues  and  so  on  and  so  forth. 

Mercer  Group,  which  is  going  to  be  appearing  in  front  of  you 
shortly,  has  done  some  very  systematic  analysis  and  has  essentially 
concluded  that  for  the  most  part  prices  have  remained  stable. 

They  increased  in  the  1980's  but  if  you  controlled  for  the  infla- 
tion, then  I  think 

Mr.  CoBURN.  So  it's  probably  the  increase  in  antigens  and  the  in- 
crease in  frequency  and  dose  that's 
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Mr.  Sharma.  That's  right. 

Mr,  COBURN.  And  this  program  when  it  was  sent  out  to  the 
States,  did  it  have  strings  attached  to  it  that  the  States  had  to 
meet,  guidelines  that  the  States  had  to  do  to  participate  in  this 
program? 

Mr.  Chan.  The  State  had  to  do? 

Mr.  CoBURN.  Yes. 

Mr.  Chan.  Well,  as  I  said  before,  the  States  are  to  take  over  the 
issues  of  accountability,  guidelines  to  enroll  private  providers  and 
as  well  as  doing  evaluations  on  the  program. 

Mr.  CoBURN.  Would  it  make  sense  to  you  that  if  the  States  were 
responsible  for  immunizing  and  also  responsible  for  controlling 
epidemics  and  also  responsible  for  the  ultimate  costs  through  their 
Medicaid  program  of  epidemics  of  childhood  diseases,  would  it  not 
make  sense  to  you  that  they  would  have  a  great  interest  in  trying 
to  increase  immunizations? 

Mr.  Chan.  Yes. 

Mr.  CoBURN,  Is  that  not  logical?  So  that  in  fact  if  States  were 
responsible  for  immunization  programs  and  had  the  funds,  whether 
it  be  block  granted  or  directly  and  had  the  best  interest  of  their 
own  State's  well-being,  both  financial  and  health,  you  would  want 
to  summarize  it  that  they  in  fact  would  probably  aggressively  try 
to  immunize  their  children? 

Mr.  Chan.  Oh,  there's  a  lot  of  evidence  of  that.  We  did  our  sur- 
vey and  there  is  a  lot  of  ideas  that  they  have. 

Mr.  Coburn.  All  right.  Thank  you  very  much.  I  have  no  addi- 
tional  

Mr.  BiLiRAKis.  I  think  the  gentleman's  time  has  expired.  Mr. 
Stupak. 

Mr.  Stupak.  Well,  thank  you,  and  thank  the  gentlemen  for  ap- 
pearing today  and  your  testimony. 

Let,  me  ask  you  this.  We  talked  a  lot  about  cost  but  let's  talk  a 
little  bit  about  direct  and  indirect  costs. 

Would  you  agree  with  the  CDC  that  immunization  of  children 
with  the  current  DTP,  HIB,  measles,  and  polio  vaccines  is  cost  ef- 
fective and  is  saving  us  money  in  both  direct  and  indirect  costs  to 
our  general  economy? 

Mr.  Chan.  Yes.  I  think  a  lot  of  research  has  been  done  showing 
the  cost  benefit  of  vaccination.  There's  no  question  about  that,  you 
know,  talking  about  20,  30  to  1  ratios  type  of  numbers. 

Mr.  Stupak.  So  for  direct  costs  it  is  about  10  to  1,  isn't  it,  for 
every  dollar  we  spend  for  immunization  we  save  10  in  health.  In 
indirect  costs  it  is  about  25  to  1. 

Mr.  Chan.  Depending  on  the  disease,  yes.  It's  tremendous.  I 
think  there's  no  question  about  it's  doing  the  most  effective  thing 
in  terms  of  preventive  health  care. 

Mr.  Stupak.  The  cost  of  immunization,  that  is  one  of  the  factors 
in  preventing  people  from  being  immunized,  is  it  not? 

Mr.  Chan.  Well,  I  think  as  we  stated  before  it's  not  one  of  the 
major  factors  because  the  evidence  really  suggest  that  when  they 
do  have  to  immunize,  they  do  immunize,  so  therefore  the  under-im- 
munization,  the  word  itself  I  think  suggests  something  else. 

To  us,  we  use  "timely  immunization" — there's  a  delay  in  it,  that's 
all. 
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Mr.  Stupak.  I'm  a  little  confused  with  your  testimony  because  on 
May  4  before  the  Senate  Finance  Committee  there  were  four  ex- 
perts who  testified,  you  being  one,  and  three  of  the  four  agreed  that 
cost  is  a  major  barrier  to  a  successful  program. 

In  fact,  Mr.  Chan,  you  said  that — if  I  can  quote  you — ^you  agreed 
"Cost  is  a  barrier  to  immunization."  Those  were  your  exact  words 
then.  Today  it  seems  like  you  are  going  a  little  back  on  that  testi- 
mony. 

Has  something  happened  between  May  4  and 

Mr.  Chan.  No.  We  just  see  it  as  a  barrier.  All  the  available  evi- 
dence suggests  that  it's  not  a  major  barrier  because  it's  sort  of  like, 
you  know,  it  is  a  barrier  in  terms  of  payment,  but  I  think  what  we 
are  trying  to  explain  is  that  the  VFC  is  a  program  that  addresses 
only  partially  the  cost  of  immunization  and  we  have  stated  in  our 
previous  statement  that  the  amount  of  money  you  spend  in  the  vac- 
cine itself  versus  the  office  visit  versus  the  administration  itself, 
it's  much  greater  than  the  immunization  of — I  mean  the  cost  of 
vaccine  itself. 

So  in  a  way  that  is  one  part  of  the  total  cost. 

The  second  thing  is,  for  the  population  we  are  talking  about  the 
only  additional  group  we  are  adding  is  the  uninsured  children 
being  able  to  get  free  vaccine  but  still  have  to  pay  administrative 
fee  and  office  visits  in  the  private  provider's  office,  otherwise  every- 
thing would  be  the  same. 

Mr.  Stupak.  When  you  talk  about  these  costs  and  effectiveness 
of  the  program,  then  go  back  to  my  first  question.  If  it's  about  35 
to  1  this  is  a  pretty  cost  effective  program  then. 

Mr.  Chan.  Yes.  And  we  stated  that  last  time  too  in  our  testi- 
mony, sir. 

Mr.  Stupak.  Thank  you.  I  have  no  further  questions 

Mr.  Waxman.  Would  the  gentleman  yield,  please? 

Mr.  Stupak.  Yes,  I  would  yield.  I  would  yield  to  Mr.  Waxman. 

Mr.  Waxman.  Mr.  Chairman — ~ 

Mr.  Chan.  In  terms  of  immunization  I  think  I  mentioned,  yes. 

Mr.  Waxman.  [continuing]  if  we  have  a  block  grant  for  Medicaid 
and  we  shrink  and  maybe  even  eliminate  the  appropriations  that 
go  now  to  the  vaccine  program  at  the  Federal  level  and  we  leave 
it  solely  up  to  the  States,  wouldn't  you  expect  that  the  price  of  vac- 
cine costs  are  going  to  rise  to  the  States  because  the  Federal  Gov- 
ernment won't  be  a  central  purchaser,  giving  the  States  that  lower 
price  for  vaccines? 

Mr.  Chan.  We  see,  I  think,  in  the  317  money  spent  that  CDC  did 
negotiate  with 

Mr.  Waxman.  No,  my  question  to  you  is  if  we  do  away  with  the 
VFC  program,  we  shrink  the  appropriations  under  whatever  the 
other  section  is  that  we  have  had  in  the  past  because  we  are  on 
this  glide  path  to  a  deficit — ^to  a  balanced  budget,  and  we  turn  over 
the  program  to  the  States  with  a  block  grant  sum  of  money,  that 
would  mean  no  Federal  purchasing  of  vaccines  to  help  the  States 
lower  their  costs  for  the  immunization  program. 

Won't  that  mean  that  States  are  going  to  have  to  come  up  with 
more  money  to  pay  for  vaccines  and  will  have  less  money  to  do  out- 
reach? 
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Mr.  Chan.  Mr.  Waxman,  I  think  I  will  let  the  politics  to  take 
care  of  what  will  be  included  or  not  included  because  I  really  don't 
know  how  much  money  would  be  put  in  and  so  on,  in  terms  of,  you 
know,  the  purchase  of  vaccine  or  the  infrastructure. 

Mr.  BiLiRAKis.  The  gentleman's  time  has  expired. 

Mr.  Greenwood. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman.  You  have  covered 
some  of  this  ground  but  I  want  to  read  a  quote  from  the  hearing 
that  I  referred  to  back  in  April  1993. 

I  was  trying  to  get  the  Secretary,  Secretary  Shalala,  to  focus  on 
the  notion  that  it  would  be  much  more  sensible  to  put  some  re- 
quirements in  front  of  WIC,  AFDC,  and  so  forth.  Again,  she  reiter- 
ated that  it  wouldn't  solve  the  problem  because  she  said  60  percent 
of  the  children  whose  families  are  over  the  poverty  line  don't  have 
their  vaccinations  before  they  are  2  years  old. 

I  know  you  have  responded  to  this  once,  but  this  isn't  the  case, 
is  it? 

Mr.  Chan.  Sixty  percent? 

Mr.  Greenwood.  Sixty  percent  is  a  quote  from  Dr.  Shalala — 60 
percent  of  the  children  whose  families  are  over  the  poverty  line 
don't  have  their  vaccinations  before  they  are  2  years  old. 

Mr.  Chan.  I  don't  know  where  she  got  that  data  from.  We 
couldn't  find  it. 

Mr.  Greenwood.  That  was  not  an  accurate  statement,  was  it? 

Mr.  Sharma.  I  guess  the  point,  what  we  have  heard,  is  there  are 
two  things,  for  what  year's  statistics  she  was  using  and  whether 
they  were  the  most  current  statistics  at  the  time,  and  second  is 
whether  the  statistic  she  has  presented  is  for  update  on  the  basic 
series,  kids  who  had  all  four  shots,  and  if  you,  as  I  explained  to 
you  earlier,  if  you  use  those  statistics  they  could  be  somewhat  mis- 
leading in  the  sense  that  it  deflates  the  antigen-specific  immuniza- 
tion rates,  so  I  am  not  questioning  about  the  fact  that  whether  60 
percent  or,  you  know,  70  percent.  That's  really  not  the  issue. 

Mr.  Greenwood.  For  any  of  the  gentlemen,  what  do  you  think 
would  happen  if  the  Congress  and/or  the  States  said  that  a  require- 
ment of  participation  for  children  in  the  WIC  program,  the  food 
stamps  program,  or  AFDC,  is  that  they  have  their  proper  immuni- 
zations at  the  appropriate  time. 

What  do  you  think  it  would  do  in  assisting  us  to  resolve  this 
issue,  compared  to  what  has  been  done  in  the  last  couple  of  years? 

Mr.  Chan.  I  think  there  are  a  number  of  programs  being  intro- 
duced in  various  States  trying  these  incentives,  sort  of  the  carrot- 
and-stick  approach  and,  you  know,  the  results  have  been  highly  ef- 
fective. 

We  include  that  one  portion  of  our  finding  in  our  report  showing 
those  kinds  of  effectiveness. 

Mr.  Greenwood.  Can  you  quantify  how  effective  some  of  those 
programs  have  been? 

Mr.  Chan.  I'm  sorry 

Mr.  Greenwood.  Do  you  want  to  vote? 

Mr,  Sharma.  In  some  of  the  programs,  for  example,  dates  have 
gone  up  as  much  as  30  to  40  percent.  In  others,  you  know,  gone 
up  as  much  as  60  percent  and  these  are  all  studies.  They  have  doc- 
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umented  this.  Maryland  is  one  example  where  they  had  tremen- 
dous success. 

CDC's  own  research  has  funded  several  such  projects  and  most 
of  these  research  show  great  promise. 

In  particular,  coordination  with  large  public  programs  such  as 
AFDC  and  WIG  has  been  found  to  be  very,  very  effective  and  there 
are  some  requirements  placed  as  a  condition  for  participation. 

Mr.  Chan.  I  think  in  regards  to  the  four  diagnostic  studies  we 
mentioned  earlier  they  found  that  if  one  can  just  address  missed 
opportunities  by  the  providers,  physicians  themselves,  you  have 
about  as  much  as  15  percent  increase  in  immunization  rates. 

Mr.  Greenwood.  Well,  tell  me  if  you  agree  with  this  statement: 
2  years  ago  some  of  us  said  that  there  are  real  problems  in  poor 
neighborhoods  that  are  identifiable,  and  if  we  put  gates  on  these 
programs,  we'll  be  very,  very  successful  in  immunizing  children. 
The  administration  said  well,  no,  that's  not  the  case  because  even 
when  we  look  at  children  over  the  poverty  level,  60  percent  of  them 
don't  have  their  shots.  That  would  be  an  ineffective  way  to  go  at 
the  problem.  So,  they  went  off  on  their  course,  which  is  what  we 
face  today. 

Now,  is  that  pretty  much  what  has  happened  here? 

Mr.  Chan.  Well,  I  think  the  logic  is  that  if  60  percent  of  the  chil- 
dren in  the  over  poverty  then  I  would  target  the  program  to  ad- 
dress those  problems,  but  this  is  sort  of  a  universal  approach  to 
solving  the  problem  and  I  think  it's  hard  to  account  for  it  as  to 
where  is  it  effective. 

Mr.  Greenwood.  The  whole  program  has  been  based  on  a  faulty 
set  of  assumptions,  wouldn't  you  agree  with  that? 

Mr.  Chan.  Yes. 

Mr.  BiLiRAKls.  The  gentleman's  time  has  expired. 

We  have  a  vote  so  we  will  break  until  approximately  12:25. 
Thank  you. 

[Brief  recess.] 

Mr.  Klug  [presiding].  We  are  going  to  resume  so  that  what  is 
now  the  lunch  hour  doesn't  disappear  into  the  dinner  hour. 

Mr.  Towns  actually  has  the  right  to  ask  questions  on  the  other 
side  of  the  aisle  if  and  when  he  returns,  but  in  the  meantime  let 
me  ask  my  colleague  from  North  Carolina,  Mr.  Burr,  to  ask  ques- 
tions. 

Mr.  Burr.  Mr.  Chairman 

Mr.  Klug.  He  is  recognized  for  5  minutes. 

Mr.  Burr.  At  this  time  I  am  going  to  yield  back  on  my  questions 
to  speed  up  the  process  just  a  little  bit. 

Mr.  Klug.  Mr.  Whitfield. 

Mr.  Whitfield.  I  yield  back  my  time  as  well. 

Mr.  Klug.  And  they  yield  as  well.  Now  we're  moving.  I  would 
like  to  thank  the  folks  from  the  General  Accounting  Office  for  the 
fine  work  they  have  done  in  this  program. 

I  just  wanted  to  ask  one  question  of  clarification.  Mr.  Stupak  ear- 
lier asked  you  a  question  about  whether  or  not  the  vaccination  pro- 
gram was  cost  effective,  at  which  point  I  think  you  answered  yes. 

But  I  think  there's  really  two  questions  there.  Is  vaccinating  chil- 
dren cost  effective  because  of  health  care,  or  is  this  program  in  and 
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of  itself  cost  effective.  So  how  about  splitting  those  two  questions 
up  and  answering  them  more  directly. 

Mr.  Chan.  Well,  I  think  you  are  right  that  in  terms  of  vaccina- 
tion, as  I  said  before,  there's  a  lot  of  research  showing  that  it  is 
very  cost-effective  to  vaccinate  children  in  terms  of  reductions  in 
morbidity  and  mortality. 

From  the  VFC  program  itself  I  think  if  the  interpretation  is  that 
my  answer  is  that  it  is.  The  best  way  for  me  to  answer  this  is  to 
read  my  final  paragraph,  which  I  was  unable  to  state  earlier. 

In  our  statement  it  says,  "Based  on  our  findings  the  Congress 
may  want  to  consider  refocusing  VFC's  goal  from  the  improvement 
of  general  immunization  rates  to  achievement  of  high  immuniza- 
tion rates  in  pockets  of  need  where  conditions  are  ripe  for  diseases 
outbreak  among  under-immunized  children.  A  program  with  immu- 
nization targeted  to  pockets  of  need  should  be  more  cost-effective 
than  the  current  approach  in  conjunction  with  enrollment,  account- 
ability, automation  and  evaluation  effort  needs  to  be  adjusted  to 
focus  on  children  who  are  at  the  greatest  risk  for  delayed  immuni- 
zation. 

Mr.  Klug.  Thank  you  for  clarifjdng  that. 

Mr.  Chan.  Okay. 

Mr.  Klug.  And  just  when  we  thought  that  we  were  out  of  ques- 
tions then  Mr.  Ganske  has  now  returned.  Dr.  Ganske  had  several 
questions  for  you. 

Mr.  Ganske.  Thank  you.  I  just  want  to  summarize  here.  You 
have  basically  three  main  conclusions  to  your  study,  if  I  am  correct: 

First  is  that  the  cost  of  vaccines  hasn't  been  a  major  barrier.  Sec- 
ond, even  a  fully  functional  VFC  is  not  likely  to  prevent  outbreaks 
of  disease.  Third,  the  data  on  under-immunized  children  in  major 
metropolitan  areas  indicate  that  supplementary  action  independent 
of  making  the  vaccine  free  may  actually  hold  more  promise. 

As  I  look  over  the  rest  of  your  report  it  is  fairly  critical  of  the 
organization  and  the  administration  of  this  program. 

I  mean  you  talk  about  vaccine  contracts,  problems  with  vaccine 
distribution,  provider  enrollment,  order,  processing,  accountability 
and  evsduation — all  the  things  that  you  would  normally  do  with  a 
GAO  report. 

What  assurances  can  you  give  the  committee  on  the  validity  of 
your  study,  the  accuracy  of  your  study? 

Mr.  Chan.  Well,  let  me  first  say  that  the  three  points  you  made 
to  summarize  what  we  tried  to  say  is  absolutely  correct. 

On  the  second  question,  when  we  did  our  first  study.  May,  1994, 
we  looked  into  these  seven  areas  as  primary  areas  that  for  this  pro- 
gram to  be  successfully  implemented  they  need  to  be  resolved  be- 
cause they  are  inter-related.  That  is,  if  you  don't  enroll  the  provid- 
ers then,  you  can't  distribute  and  if  you  don't  settle  the  cost  side 
in  terms  of  administrative  costs  and  ultimately  you  don't  have  ac- 
countability in  terms  of  potential  misuse  and  waste  of  the  vaccine 
that  is  shipped  to  you,  those  are  issues  I  think  that  we  were  rais- 
ing. 

Now  not  only  have  we  talked  with  experts,  in  terms  of  experts 
we  talked  with  a  panel  who  did  physical  diagnostic  studies.  We 
brought  them  together  and  spent  time  and  addressed  those  so- 
called  barriers  of  not  achieving  timely  immunizations. 
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We  did  two  separate  surveys  across  all  50  States  in  terms  of  the 
implementation  status  and  we  completed  the  last  one  as  of  March 
1,  1995. 

We  did  another  survey  in  the  handling  of  the  VACMAN,  which 
is  the  computer  that  links  the  vaccine  purchase  together. 

We  spoke  with  manufacturers  about  their  concerns  including 
studies  being  done  by  the  Mercer  Group  and  then  asked  them 
about  the  studies  they  have  done. 

When  we  finished  as  of  30  May  we  had  our  exit  conference  with 
CDC  and  gave  them  our  general  findings  and  they  gave  us  feed- 
back and  I  think  unfortunately  because  of  time  limitations  we  were 
only  able  to  give  CDC  a  day  and  a  half  or  so  of  time  for  them  to 
read  our  draft  report  and  give  us  comments. 

I  think  what  we  tried  to  do  is  tried  to  present  the  data  as  objec- 
tive as  we  can  and  hopefully  we  have  done  that. 

Mr.  Ganske.  Some  people  would  argue  that  some  of  the  points 
that  you  have  brought  up  do  not  necessarily  argue  against  the  pro- 
gram but  could  argue  for  improvements  in  the  way  the  program  is 
administered,  but  I  get  the  feeling  from  reading  your  report  that 
you  feel  that  the  fundamental  premise  that  the  program  is  based 
on,  that  is,  that  the  vaccine  cost  is  the  reason  why  we  have  low 
vaccine  rates  in  some  areas,  is  just  not  the  correct  premise  in  the 
first  place.  Is  that  your  basic  finding? 

Mr.  Chan.  That  is  correct. 

What  we  did  is  the  way  I  would  like  to  examine  this  issue,  you 
know,  what  is  the  nature  of  the  problem,  and  then  what  is  the  so- 
lution that  is  being  used  to  solve  that  problem  and  we  find  that 
there's  basically  a  mismatch  and  I  think  your  observation  is  cor- 
rect. 

Mr.  Ganske.  Thank  you. 

Mr.  Klug.  Thank  you,  gentlemen.  You  are  excused  and  I  appre- 
ciate all  of  your  help. 

Mr.  Chan.  Thank  you. 

Mr.  Klug.  Our  next  panelist  is  Dr.  David  Satcher,  the  Director 
of  the  Centers  for  Disease  Control  and  Prevention  in  Atlanta. 

The  CDC  is  the  Agency  responsible  for  the  implementation  and 
operation  of  the  Vaccines  for  Cnildren  program. 

Dr.  Satcher,  I  would  like  to  thank  you  for  taking  the  time  to  tes- 
tify before  this  committee  today.  I  know  you  have  a  lot  to  say,  but 
I  would  appreciate  it  if  you  would  keep  your  opening  remarks  to 
10  minutes,  please. 

Mr.  Satcher.  Ten  minutes.  Thank  you. 

STATEMENT  OF  DAVID  SATCHER,  DIRECTOR,  CENTERS  FOR 
DISEASE  CONTROL  AND  PREVENTION;  ACCOMPANIED  BY 
JOSE  CORDERO,  DEPUTY  DIRECTOR,  NATIONAL  IMMUNIZA- 
TION PROGRAM 

Mr.  Satcher.  As  you  pointed  out,  I  am  David  Satcher.  I  am  Di- 
rector of  the  Centers  for  Disease  Control  and  Prevention.  I  have 
with  me  Dr.  Jose  Cordero,  who  is  the  Deputy  Director  of  the  Na- 
tional Immunization  Program.  Dr.  Walter  Orenstein,  who  is  the  Di- 
rector of  that  program,  is  out  of  the  country  in  Israel  and  is  not 
able  to  participate  in  this  hearing. 
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I  have  submitted  a  complete  statement  for  the  record  and  will 
summarize  that  statement. 

Let  me  say  that  for  us  the  business  of  immunization  is  very  seri- 
ous business.  We  believe  that  there  is  no  more  significant  medical 
intervention  than  the  immunization  of  children.  We  believe  that  it 
is,  in  fact,  cost  effective. 

Our  impressions  related  to  the  value  of  immunization  and  the 
value  of  this  program  are  based  on  years  of  experience  at  CDC,  not 
only  with  immunizations  in  this  country  but  throughout  the  world 
and  even  today  the  World  Health  Organization  looks  to  the  CDC 
for  leadership  in  an  effort  to  eradicate  polio  and  other  vaccine-pre- 
ventable diseases  throughout  the  world. 

Let  me  say  that  one  of  the  real  problems  with  the  discussion 
today  is  that  the  Vaccines  for  Children  program  is  one  part  of  a 
comprehensive  five  part  program,  the  Childhood  Immunization  Ini- 
tiative. If  Vaccine  for  Children  is  discussed  in  isolation,  we  miss 
that  fact  and  we  reach  the  wrong  conclusions.  The  Childhood  Im- 
munization Initiative  is  a  bold  initiative  to  remove  barriers  to  im- 
munizations in  this  country.  It  is  a  bold  initiative  to  empower 
States  and  to  empower  local  communities.  It  is  an  initiative  to  em- 
power parents  and  providers.  It  is  about  an  ambitious  goal.  It  is 
a  goal  to  eliminate  childhood  vaccine  preventable  diseases  by  as- 
suring that  by  the  year  1996  children  are  fully  immunized  by  the 
age  of  two  for  the  initial  and  critical  vaccines  and  by  the  year  2000 
fully  immunized  for  all  of  the  available  vaccines. 

Let  me  take  a  minute  and  point  out  the  elements  of  the  Child- 
hood Immunization  Initiative.  There  are  five,  not  one.  The  VFC  is 
only  one  of  them. 

The  first  part  of  that  initiative  is  to  work  with  States  to  improve 
the  quality  and  quantity  of  vaccine  delivery  systems  and  that  in- 
cludes improving  clinic  hours,  improving  the  role  of  nurses  and 
nurse  practitioners,  physician  assistants,  and  others  in  providing 
vaccines  to  children,  helping  communities  to  organize.  Some  of  the 
innovative  things  that  you  have  discussed  in  terms  of  providing  in- 
centives grew  out  of  that  program  that  was  funded  by  the  CDC.  It 
was  a  part  of  this  initiative. 

A  second  part  of  this  initiative  is  to  make  sure  that  research  con- 
tinues in  terms  of  developing  new  vaccines  and  new  vaccine  pack- 
aging programs,  so  we  support  research  and  development.  We  be- 
lieve that  without  it  we  would  not  reach  our  goals.  We  have  to  con- 
tinue research. 

A  third  part  of  the  program  and  probably  the  one  that  has  been 
in  some  ways  most  successful  and  most  recognized  is  the  outreach 
program.  There  is  a  very  comprehensive  nationwide  outreach  pro- 
gram to  educate  parents,  to  motivate  parents,  to  educate  providers 
about  the  importance  of  immunization  and  to  help  develop  commu- 
nity programs  to  make  sure  that  children  are  immunized. 

A  fourth  part  of  the  program  is  very  important  to  providers.  It 
includes  developing  registries  so  that  if  at  any  time  a  child  comes 
to  a  physician's  office  and  the  physician  doesn't  know  where  the 
child  is  on  the  immunization  schedule,  that  physician  will  be  able 
to  call  up  a  State-based  registry  and  to  find  out  where  the  child 
is  on  the  schedule.  Parents  will  also  know  because  the  system  al- 
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lows  for  automatic  generation  of  information  saying  to  parents  your 
child  needs  another  DTP  or  your  child  needs  immunization. 

That  is  four  parts  of  the  program  and  I  have  not  yet  mentioned 
VFC  so  let  me  mention  VFC.  We  do  believe,  even  as  GAO  says  oth- 
erwise, that  cost  is  a  barrier.  We  believe  it  is  a  significant  barrier. 
We  believe  that  it  is  a  tragedy  for  a  physician  to  have  to  refer  a 
patient  in  his  or  her  practice  to  a  public  health  clinic  in  order  to 
get  immunization.  That  is  the  way  in  which  cost  is  a  barrier  be- 
cause many  physicians  are  being  forced  to  do  just  that. 

Let  me  say  where  I  think  we  are  in  operating  this  program, 
which  is  still  a  very  new  program.  As  Congressman  Waxman  point- 
ed out,  it  is  operating  in  all  States.  The  purchase  contracts  were 
signed  in  September  despite  the  fact  that  an  earlier  GAO  report 
said  that  we  would  not  be  able  to  get  the  contracts  signed.  They 
were  fully  signed  by  the  end  of  September. 

State  health  departments  are  enrolling  public  health  providers  in 
all  States  and  the  enrollments  of  private  provider  sites  now  are  in 
the  tens  of  thousands. 

The  vaccine  ordering  system  is  in  fact  working,  not  because  we 
say  it  is  working  but  even  the  Logistics  Management  Institute,  con- 
tracted through  the  Department  of  Defense,  evaluated  the  ordering 
system  and  said  that  it  is  in  fact  working  well. 

There  have  been  2,400  bulk  orders  to  date,  processed  for  the  pur- 
chase of  19  million  doses  of  vaccine. 

But  let  me  point  out  that  the  Vaccines  for  Children  Program  has 
not  been  trouble-free.  It  involves  the  implementation  of  new  legis- 
lation, new  Federal-State  relationships,  and  new  public-private 
partnerships.  This  implementation  has  caused  problems.  We  are 
not  yet  satisfied  with  the  accountability  programs.  We  are  not  yet 
satisfied  with  the  evaluation.  But  we  do  believe  that  we  are  headed 
in  the  right  direction  in  giving  the  States  the  responsibility  for 
these  initiatives. 

Our  partners,  by  the  way,  are  profoundly  supportive  of  this  pro- 
gram. The  overwhelming  majority  of  States  in  this  country  are  sup- 
portive of  this  program  and  that  includes  California,  that  includes 
Wisconsin  by  the  way,  it  includes  Georgia,  South  Carolina,  Dela- 
ware, on  and  on.  We  have  statements  from  States  all  over  the 
country  saying  how  important  the  Vaccines  for  Children  program 
is  and  how  it  is  working  in  their  States.  We  would  be  very  happy 
to  share  that  with  you. 

In  addition,  private  physicians'  organizations,  including  the 
American  Medical  Association,  the  American  Academy  of  Pediat- 
rics, the  American  Academy  of  Family  Physicians,  and  several  oth- 
ers, all  say  that  the  Vaccines  for  Children  program  is  the  right  ap- 
proach to  help  solve  this  problem  of  under-immunization.  This  sup- 
port includes  non-Governmental  organizations,  and  you  will  hear 
from  some  of  them  today,  like  the  Children's  Defense  Fund. 

We  are  disappointed  in  the  GAO  report  because,  while  it  makes 
some  very  important  points  and  we  are  looking  forward  to  working 
toward  resolving  those  problems,  we  believe  that  it  ignores  the  sup- 
port and  testimony  of  Partners. 

We  believe  that  GAO  did  not  give  an  adequate  opportunity  for 
CDC  to  respond  and  I  think  that  is  a  major  flaw.  If  you  are  evalu- 
ating a  program  that  CDC  is  running  I  think  you  should  respect 
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the  input  of  CDC  and  give  adequate  time  for  CDC  to  respond,  and 
that  response  should  be  included  in  the  report. 

GAO  did  not  in  fact  talk  to  the  major  front-line  people. 

We  know  that  cost  is  a  barrier.  GAO  has  said  this  before  and 
even  though  GAO  says  it  is  not  a  major  barrier  it  doesn't  say  how 
much  of  a  barrier,  it  is. 

Well,  let  me  say  that  there  has  been  a  tenfold  increase  in  the 
cost  of  vaccines  in  the  last  10  years.  All  over  the  country  people  tell 
us  that  is  a  barrier.  Many  of  the  parents  are  working  parents.  They 
work  every  day.  They  support  their  families.  They  don't  have  insur- 
ance coverage.  They  do  want  their  children  to  be  immunized  and 
they  want  them  to  be  immunized  in  the  physicians'  offices  where 
they  have  primary  care. 

Several  studies  show  that  high  cost  is  forcing  pediatricians  and 
family  physicians  to  refer  patients. 

In  1992  the  American  Academy  of  Pediatrics  showed  that  55  per- 
cent of  pediatricians  had  increased  their  referrals  of  patients  to 
public  clinics.  Since  that  time  the  State  of  North  Carolina  did  a 
study  showing  that  93  percent  of  pediatricians  and  family  physi- 
cians were  referring  patients  from  their  offices,  from  their  practices 
to  public  clinics  for  another  visit  in  order  to  get  immunization — and 
I  am  a  primary  care  physician. 

For  a  primary  care  physician  to  have  to  refer  a  patient  out  of  his 
or  her  office  in  order  to  get  immunization  is  something  that  should 
be  totally  unacceptable  to  this  Nation 

Parents  can  choose  to  keep  their  children  in  their  medical  homes 
because  of  the  Vaccines  for  Children  program.  GAO  fails  to  under- 
stand and  to  elucidate  that  the  basic  purpose  of  the  VFC  is  to  allow 
this  to  happen.  GAO  fails  to  elucidate  the  relationship  of  the  VFC 
program  to  the  larger  Childhood  Immunization  Initiative,  the  five 
part  comprehensive  incentive. 

Before  I  close  I  want  to  make  one  last  and  critical  point. 

Children  need  11  shots  before  their  second  birthday.  The  bottom 
line  is  there  are  about  2  million  children  in  this  country  who  are 
not  being  appropriately  immunized  by  the  age  of  2. 

To  immunize  them  by  the  time  they  enter  school  is  not  early 
enough. 

At  the  age  of  2  I  almost  died  from  pertussis,  long  before  I  was 
ready  to  go  to  school.  I  was  2  years  old — so  the  question  is  not  can 
we  get  children  immunized  before  they  enter  school  at  5  or  6.  The 
question  is  can  we  get  them  immunized  by  the  age  of  2. 

We  must  do  our  part  to  do  that. 

Let  me  close  by  saying  there  is  no  more  cost-effective  program 
than  immunization. 

For  every  dollar  that  we  spend  on  measles,  mumps  and  rubella, 
we  save  $21. 

For  every  dollar  that  we  spend  on  DTP,  we  save  $29. 

For  every  dollar  we  spend  on  polio  vaccines,  we  save  $6. 

But  let  me  take  it  a  step  further.  What's  happened  since  a  very 
comprehensive  effort  with  smallpox  resulted  in  eradicating  small- 
pox from  the  world 

Mr.  Klug.  Dr.  Satcher,  I  am  not  trying  to  rush  you,  but 

Mr.  Satcher.  Yes,  I  have  another  minute. 

Mr.  Klug.  That's  fine. 
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Mr.  Satcher.  What's  happened  is  that  we  now  save  in  excess  of 
$500  million  a  year  because  we  don't  have  to  immunize  against 
smallpox  or  to  have  a  quarantine  system.  What  will  happen  when 
we  have  eradicated  polio  from  the  world  because  of  a  comprehen- 
sive program?  We  will  save  at  least  $230  million  every  year  in  this 
country  when  we  have  eradicated  polio  from  the  world,  and  $1  bil- 
lion a  year  will  be  saved  globally. 

[The  prepared  statement  of  David  Satcher  follows:] 

Prepared  Statement  of  David  Satcher,  M.D.,  Ph.D.,  Director,  Centers  for 
Disease  Control  and  Prevention 

Mr.  Chairman,  I  am  Dr.  David  Satcher,  Director  of  the  Centers  for  Disease  Con- 
trol and  Prevention  (CDC).  Thank  you  for  the  opportunity  to  appear  before  this 
Committee  to  discuss  childhood  immunization.  This  is  an  issue  that  is  near  and 
dear  to  my  heart.  As  a  child,  I  was  stricken  with  whooping  cough  and  learned  from 
my  own  experience  that  the  diseases  we  are  trying  to  prevent  are  truly  excruciating 
to  children. 

As  a  doctor,  I  have  worked  with  children  and  families  that  have  tried  to  cope  with 
the  preventable  tragedies  of  diseases  like  polio,  mumps,  and  measles.  And  as  the 
Director  of  the  Centers  for  Disease  Control  and  Prevention,  I  have  been  truly  im- 
pressed with  the  expertise,  experience,  and  commitment  of  the  immunization  lead- 
ers in  my  agency  and  around  the  country.  The  CDC  has  some  of  the  finest  health 
{>rofessionals  in  the  world  on  our  team — and  it  is  a  privilege  to  call  them  my  col- 
eagues. 

I  am  here  to  tell  you  about  the  progress  we  have  made  since  February,  1994, 
when  President  Clinton's  Childhood  Immunization  Initiative  was  launched,  and 
since  October  1,  1994,  when  the  Vaccines  for  Children  (VFC)  program  became  oper- 
ationtil.  I  am  especially  pleased  to  have  the  opportunity  to  set  the  record  straight 
with  respect  to  issues  that  have  been  raised  by  the  General  Accounting  Office 
(GAO),  regarding  barriers  to  immunization,  and  tne  successes  and  problems  of  im- 
plementing the  VFC  program. 

THE  CHILDHOOD  IMMUNIZATION  INITIATIVE 

While  the  focus  of  today's  hearing  is  on  the  VFC  program,  we  must  remember 
that  the  program  is  one  important  part  of  a  sustained,  comprehensive  strategj'  to 
reduce  the  incidence  of  childhood  infectious  disease.  Recognizing  that  there  are  mul- 
tiple barriers  to  preschool  children's  immunization,  the  Administration  with  Con- 
gress, the  CDC,  tne  States,  health  care  providers  and  other  partner,  developed  the 
Childhood  Immunization  Initiative  (CII)  to  increase  and  sustain  immunization  cov- 
erage rates. 

Title  CII  is  designed  to  marshall  efforts  of  the  public  and  private  sectors,  health 
care  professionals  and  volunteer  organizations.  Our  goals  are  to  reduce  most  vac- 
cine-preventable diseases  to  zero;  increase  vaccination  levels  for  2  year-olds  to  at 
least  90  percent  for  the  initial  and  most  critical  doses  by  1996;  and  establish  a  sus- 
tainable system  to  ensure  that  at  least  90  percent  of  all  2  year-olds  receive  the  full 
series  of  vaccines  by  the  year  2000. 

The  Initiative  includes  five  interrelated  strategies  to  address  the  many  difficult 
reasons  why  children  do  not  receive  their  immunizations.  We  are  working  to:  1)  im- 
prove the  quality  and  quantity  of  vaccination  delivery  services;  2)  reduce  vaccine 
costs  tJirough  bulk  purcnase  contracts  for  the  317  and  VFC  programs;  3)  increase 
community  participation,  education,  and  partnerships,  through  local,  state,  regional 
and  national  outreach  efforts;  4)  improve  the  monitoring  of  disease  and  vaccination 
coverage  by  enhancing  our  disease  surveillance  and  immunization  registries;  and  5) 
conduct  cutting-edge  research  to  improve  vaccines  and  vaccine  use.  'Taken  together, 
these  five  strategies  will  put  in  place  a  sustainable  system  to  protect  our  youngest 
and  most  wdnerable  Americans. 

We  are  making  excellent  progress  towards  our  goal  of  immunizing  90  percent  of 
the  nation's  children  against  vaccine  preventable  diseases.  In  fact,  our  most  recent 
immunization  coverage  data,  from  the  second  quarter  of  1994,  indicate  that  not  only 
are  we  at  record  high  levels  of  immunization  coverage  for  all  the  needed  vaccines, 
but  we  have  just  achieved  a  90  percent  vaccination  level  for  DPT3+.  As  I  have  stat- 
ed previously  before  the  Senate  Finance  Committee,  I  believe  if  we  stay  focused  we 
will  achieve  our  goal. 

However,  we  still  have  work  to  do.  Our  data  tells  us  that  about  500,000  to  1.9 
million  of  our  nation's  children  between  19  and  35  months  of  age  still  had  not  re- 
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ceived  recommended  vaccinations  against  specific  diseases.  As  noted  in  the  table 
below,  about  2  million  of  these  children  had  not  received  the  full  series  of  vaccina- 
tions and  about  1.2  million  had  not  received  necessary  polio  vaccinations. 

Table  1 — Vaccination  Levels  and  Estimated  Numbers  of  Two  Year  Old*  Children  Not  Fully 
Protected  in  the  U.S.,  2nd  Quarter  1994 


Vaccination  Levels 


Estimated  Numbers 

Vaccine  ""(PereentosMT"        <>'  Children  Not 

irercentages)  f^^^^  Protected 

DTP  3+ 90  600,000 

DTP4  70  1,700,000 

0PV3  80  1,200,000 

MMR  92  500,000 

Hib3+ 76  1,400,000 

4DTP/30PV/1MMR  68  1,900,000 

'Children  19-35  months  old. 

Note  (1):  A  "+"  next  to  a  vaccine  indicates  3  or  more  doses.  For  example,  DTP  3-t-  is  receipt  of  3  or  all  4  recommended  DTP  doses. 

Note  (2):  Hepatitis  6,  although  a  recommended  childhood  vaccme,  is  not  included  in  the  table.  The  coverage  for  Hepatitis  B  was  only  29%, 
leaving  4.1  million  children  not  fully  protected.  However,  many  of  these  children  were  born  before  the  Hepatitis  B  recommendations  were  in 
effect. 

SUCCESSES  IN  THE  VFC  PROGRAM 

The  VFC  Program  is  important  for  several  reasons:  It  improves  access  to  vaccines 
for  our  neediest  children  and  working  families;  it  allows  eligible  children  to  obtain 
immunizations  in  their  medical  homes,  rather  than  having  to  go  to  a  public  clinic; 
and  it  is  forging  new  public/private  partnerships  to  get  more  children  immunized. 

The  VFC  Program  began  a  little  over  8  months  ago,  but  we  have  already  reached 
a  number  of  impressive  milestones: 

•  VFC  is  operating  in  all  States.^ 

•  Vaccine  purchase  contracts  were  signed  with  the  manufacturers  to  provide  vac- 

cines for  eligible  children  at  discounted  CDC  contract  prices  for  all  vaccines  rou- 
tinely recommended  for  children. 

•  State  health  departments  have  enrolled,  or  are  enrolling  almost  all  public  health 

providers,  including  public  health  department  clinics,  community  health  cen- 
ters, and  other  public  facilities. 

•  Across  the  country,  tens  of  thousands  of  private  health  providers  have  been  en- 

rolled. We  expect  to  increase  the  enrollment  of  private  providers  as  more  States 
develop  systems  to  deliver  vaccines  to  private  oroviders. 

•  The  vaccine  ordering  system  is  working  well.  Over  2,400  bulk  orders  have  been 

processed,  and  almost  19  million  doses  of  vaccine  have  been  shipped  to  public 
and  private  providers. 

A  cornerstone  of  the  VFC  Program  is  the  forging  of  new  partnerships  with  private 
providers.  Support  from  public  and  private  medical  communities  at  the  National, 
State  and  local  level  have  strengthened  our  efforts  to  immunize  children. 

The  major  private  physician  associations  have  expressed  strong  support  for  the 
VFC  program.  CDC  has  made  it  a  priority  to  solicit  the  views  of  these  groups  and 
tailor  the  VFC  program  to  meet  their  needs  and  concerns. 

By  purchasing  vaccines  at  discounted  CDC  contract  prices  State  governments  ben- 
efit. Before  the  VFC  was  implemented,  the  Medicaid  program  often  paid  the  higher 
private  sector  price  for  vaccine,  about  $265  for  the  total  series — a  cost  shared  by 
State  Medicaid  programs.  The  discounted  CDC  price  is  about  $118.  Now,  children 
served  by  Medicaid  can  receive  free  vaccines  through  VFC  providers,  and  States  do 
not  have  to  share  the  purchase  price  with  the  Federal  government.  This  program 
saves  millions  of  dollars  for  State  Medicaid  programs,  freeing  up  resources  for  other 
urgent  needs. 

Most  State  Health  Departments  strongly  support  the  VFC  program  and  value  its 
benefit  to  individual  children  and  communities.  Several  States,  including  California, 
Georgia,  Oregon,  South  Dakota  and  Rhode  Island,  have  reported  to  the  Association 
of  State  and  Territorial  Health  Officials  that,  without  the  VFC  program,  their  im- 
munization efforts  would  suffer  catastrophic  consequences.  Some  States,  such  as 
Connecticut,  Kentucky,  Idaho,  and  Michigan,  advised  they  would  have  to  limit  the 


^Alaska,  which  already  delivers  vaccines  to  all  providers  in  the  State,  is  not  participating  in 
the  VFC  program.  Alaska  is  able  to  use  other  Federal  vaccine  funds  to  purchase  all  vaccines 
for  all  children  in  the  State. 
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availability  of  some  vaccines,  including  the  Haemophilus  Influenzae  type  b  and  Hep- 
atitis B  vaccines,  and  South  Carolina  reported  that  immunization  rates  would  plum- 
met. 

While  some  private  physicians  fear  that  the  VFC  will  increase  their  paperwork 
burden — which  is  not  true — we  expect  continued  increases  in  enrollment.  This  will 
occur  as  more  States  establish  delivery  systems  to  private  providers,  and  as  the 
facts  about  the  operation  and  benefits  of  the  VFC  program  are  more  widely  recog- 
nized. 

The  VFC  program  has  strengthened  and  institutionalized  the  partnership  be- 
tween public  and  private  medical  communities  at  the  National,  State,  and  local  lev- 
els. Many  medical  professional  associations,  representing  private  physicians,  sup- 
port the  program  and  are  working  with  us  to  implement  the  VFC  program.  These 
groups  include  the  American  Medical  Association,  the  American  Academy  of  Pediat- 
rics, the  American  Academy  of  Family  Physicians,  the  American  Osteopathic  Asso- 
ciation, the  National  Medical  Association,  and  the  Interamerican  College  of  Physi- 
cians and  Surgeons. 

CHALLENGES  WE  FACE  IN  THE  VFC  PROGRAM 

The  implementation  of  the  VFC  program  has  not  been  trouble-free.  Implementing 
complex,  new  legislation  never  is — and  in  this  case  we  have  only  had  about  8 
months  since  the  kick-off  of  the  program  to  iron  out  all  the  wrinkles.  But  we  are 
well  on  our  way  to  surmounting  every  hurdle. 

That  said,  we  believe  the  recent  GAO  report  on  the  VFC  program  is  deeply 
flawed.  Quite  frankly,  the  GAO  misunderstands  the  premise  of  the  VFC  program 
and  as  a  conseauence  misrepresents  its  current  achievements  and  future  benefits. 

For  the  recora,  I  would  like  to  state  that  we  are  not  in  agreement  with  most  of 
the  criticisms  found  in  the  GAO  report.  Moreover,  we  £ire  dismayed  that  CDC  was 
provided  a  single  working  day  to  review  the  report  and  provide  GAO  with  our  re- 
sponse to  its  findings.  Despite  our  best  efforts  to  convey  our  concerns,  it  is  my  un- 
derstanding that  the  GAO  did  not  give  us  enough  time  to  include  a  response  in  their 
final,  printed  report. 

COST  IS  A  BARRIER  TO  IMMUNIZATION 

Perhaps  the  single  greatest  flaw  in  the  GAO  report  is  that  it  fails  to  recognize 
the  basic  premise  of  the  VFC  program — that  children  need  a  medical  home  for  all 
of  their  healthcare,  including  immunizations,  and  that  the  high  cost  of  vaccines  is 
a  barrier  to  children  being  immunized  on  time  in  their  medical  homes.  GAO  fails 
to  acknowledge  the  large  body  of  research  literature  documenting  this  fact. 

The  literature  shows  conclusively  that  the  high  cost  of  vaccine  causes  at  least  two 
adverse  outcomes.  First,  parents  often  defer  having  their  children  immunized  at  the 
right  time  and  instead  wait  until  they  reach  school-age.  Second,  parents  are  referred 
routinely  to  overburdened  public  sector  clinics,  which  further  contributes  to  missed 
opportunities  for  all  clinic  patients. 

The  cost  of  the  vaccine  series  has  increased  about  ten-fold  in  the  past  12  years. 
There  are  a  variety  of  reasons  for  this  increase:  the  addition  of  new  vaccines  and 
additional  doses  of  existing  vaccines  to  the  series,  excise  taxes,  and  some  increase 
in  the  cost  of  the  old  vaccines.  When  parents  must  pay  about  $265  in  vaccine  costs 
to  have  each  child  fully  vaccinated,  it  stands  to  reason  that  many  families  who  lack 
adec^uate  insurance  will  seek  immunizations  from  public  health  clinics  where  the 
vaccine  is  free  or  far  less  costly,  rather  than  go  to  their  private  doctors.  Unfortu- 
nately, having  to  make  the  extra  visits  to  public  clinics  can  delay  the  timely  immu- 
nization of  children. 

Before  the  VFC  program  was  introduced,  numerous  studies  documented  increas- 
ing immunization  referrals  from  private  doctors  to  public  clinics,  primarily  because 
of  the  high  cost  of  vaccines.  A  1992  American  Academy  of  Pediatrics  study,  revealed 
55  percent  of  pediatricians  refer  some  or  all  of  their  patients  for  immunizations  to 
a  public  provider.  A  1992  North  Carolina  survev  documented  93  percent  of  physi- 
cians referred  patients  to  health  departments  for  immunizations.  And,  in  a  1993 
survey  of  538  families  attending  public  immunization  clinics  in  Cahfomia,  Lieu  and 
colleagues  concluded  that  financing  reform  has  the  potential  to  improve  vaccination 
rates  if  it  is  combined  with  improved  parent  education  and  reduced  non-financial 
barriers  to  immunization. 

Studies  also  show  that  referrals  from  doctors  ofBces,  cause  delays  in  immuniza- 
tion of  children.  Zimmerman  and  colleagues  documented  this  fact  in  a  study  of 
about  500  children  served  by  private  physicians  in  Minnesota.  It  was  shown  that 
the  average  age  of  children  at  the  time  of  immunization  varied  according  to  their 
insurance  status.  For  example,  for  the  third  dose  of  DTP,  which  is  scheduled  at  6 
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months  of  age,  insured  children  were  vaccinated  at  an  average  age  of  7.8  months, 
children  with  no  insurance  were  vaccinated  at  11.6  months  of  age.  That  is  almost 
a  6  month  delay  in  protection  beyond  the  recommended  schedule.  For  MMR,  which 
is  scheduled  at  12-15  months  of  age,  insured  children  were  vaccinated  at  an  average 
age  of  17.8  months  compared  to  20.9  months  for  children  with  no  insurance.  The 
study  also  showed  that  children  with  no  insurance  were  more  likely  to  be  referred 
to  public  clinics  (68  percent)  compared  to  fully  insured  children  (0  percent).  These 
results  document,  consistent  with  other  studies,  that  children  without  insurance  are 
very  likely  to  be  referred  for  immunizations  and  that  these  referrals  may  produce 
Relays  in  the  receipt  of  vaccines. 

Finally,  while  there  has  been  some  disagreement  regarding  the  extent  to  which 
vaccine  cost  poses  an  impediment  to  age-appropriate  immunization,  experts  agreed 
recently  at  a  May  4  Senate  Finance  Committee  hearing  that  cost  was  a  barrier. 
During  the  hearing  Chairman  Packwood  asked  witnesses  if  cost  was  a  barrier.  De- 
spite very  different  backgrounds,  experiences,  and  opinions  of  the  VFC  program, 
three  of  the  four  witnesses  answered  that  cost  was  a  barrier.  Dr.  David  L.  Wood, 
of  the  Cedars-Sinai  Medical  Center  in  Los  Angeles  noted  that  cost,  "...  adds  to  the 
problem . . .,  It  adds  to  their  (providers)  reluctance  to  give  vaccine,  to  be  as  aggressive 
about  giving  vaccines  as  we  need  providers  to  be."  Dr.  Lloyd  F.  Novick,  Qie  first 
Deputy  Commissioner  of  the  New  York  State  Department  of  Health  noted  "Cost  is 
a  problem  in  New  York  State.  There  are  other  problems,  but  cost  is  one  of  the  prob- 
lems." 

I  want  to  note,  the  goal  of  the  VFC  program  is  not  just  to  provide  free  vaccines 
to  children  as  an  incentive  for  their  parents  to  have  them  immunized.  Rather,  the 

foal  is  to  make  cost-free  vaccines  more  readily  available  in  children's  medical 
omes — their  doctors'  offices.  By  doing  that  we  will  protect  more  children,  improve 
children's  health  by  keeping  them  in  their  medical  homes,  reduce  the  burden  on 
public  health  climes,  and  free  up  scarce  public  health  resources  for  states  and  com- 
munities. The  Vaccines  for  Children  program  is  crucial  to  our  overall  approach  to 
protecting  all  American  children.  It  is  this  crucial  role  of  the  VFC  in  the  Children's 
Immunization  Initiative  that  GAO  has  thoroughly  failed  to  understand.  I  would  now 
like  to  address  some  of  the  specific  criticisms  of  the  GAO  report. 

Enrollment 

CDC  is  monitoring  the  enrollment  of  providers  into  the  VFC  program.  As  I  noted 
earlier,  we  have  enrolled  almost  9,000  public  health  clinics  and  over  23,000  private 
provider  sites  many  with  multiple  physicians  per  site — in  the  VFC  program. 

We  have  given  the  highest  priority  to  implementation  in  public  clinics,  where 
about  50  percent  of  the  vaccines  in  the  country  are  administered.  These  clinics  tra- 
ditionally serve  those  populations  most  in  need  of  timely  immunizations  and  are  lo- 
cated in  critical  geographic  areas. 

A  few  States  have  decided  not  to  enroll  private  providers  until  a  private  delivery 
system  to  these  providers  is  established.  Because  the  absence  of  a  delivery  system 
in  some  States  may  cause  providers  to  wait  to  enroll,  we  expect  to  increase  the  en- 
rollment of  private  providers  as  the  few  remaining  States  complete  implementation 
of  their  delivery  systems. 

CDC  is  conducting  a  national  private  provider  immunization  study  to  hear  from 
practicing  pediatricians,  family  physicians,  and  osteopathic  physicians  who  provide 
immunizations  to  children  under  5  years  of  age.  This  study  will  provide  information 
on  physicians'  practices  that  will  help  CDC  to  enhance  enrollment  efforts. 

Computer  Ordering  Systems 

CDC  made  the  correct  priority  decisions  to  have  an  effective  ordering  system  func- 
tioning in  a  safe  and  timely  manner  to  meet  legislative  requirements.  All  50  States 
and  the  District  of  Columbia  are  effectively  using  the  system  and  have  placed  over 
2,400  bulk  vaccine  orders.  Had  the  CDC  employed  the  formal  analysis  procedures 
suggested  by  the  GAO,  instead  of  the  informal  approach  we  used,  ordering  would 
have  been  delayed  well  beyond  the  October  1,  1994,  legislatively  mandated  start 
date. 

Our  vaccine  ordering  system  was  implemented  effectively  and  efficiently  by  build- 
ing on  an  existing  system.  Logistics  Management  Institute  (LMI),  an  independent 
group  of  experts  in  logistics  and  data  systems,  reviewed  the  VFC  system  and  con- 
cluded it  is  effective  and  meets  the  program's  needs. 

CDC  did  analyze  software  and  other  requirements  but  did  not  have  time  to  for- 
malize these  analyses  of  systems  requirements,  alternative  systems  cost  benefit 
analysis,  risk  analysis,  or  security  and  disaster  recovery.  LMI  has  found  that  CDC 
had  "taken  steps  to  assure  that  data  and  systems  files  are  systematically  backed- 


159 

up.  Recovery,  should  failure  occur,  would  in  our  opinion  be  relatively  quick  and  in- 
expensive." 

By  January  1995,  CDC  completed  technical  systems  documentation  for  disaster 
recovery  plans,  security,  and  systems  and  risk  analysis.  To  a  large  extent,  these  doc- 
uments represent  the  documentation  of  analyses  for  which  GAO  was  looking. 

Existing  hardware  at  the  State  level  was  inadequate  to  support  VFC  ordering  re- 
quirements. For  example,  there  was  insufficient  memory  on  the  older  computers  for 
VFC  software,  and  the  hardware  could  not  prevent  the  loss  or  rapid  transmission 
of  data. 

CDC  used  an  existing  contract  to  purchase  hardware  and  commercial  software  at 
substantial  savings.  At  a  cost  of  less  than  $10,000  per  immunization  project,  or  a 
total  of  about  $500,000,  these  systems  include  standard  components,  including  data 
security  systems,  identical  to  that  being  used  in  corporations  and  by  private  users. 
LMI  found  "hardware  and  software  reliability  to  be  the  equivalent  of  similar  com- 
mercial applications  and  sufficient  to  implement  the  VFC  program." 

Significant  enhancements  have  been  implemented  as  the  system  has  matured 
that  allow  data  to  be  appropriately  exported  to  other  State  computer  systems  and 
allow  software  to  operate  on  the  States'  various  Local  Area  Network  environments. 
CDC  is  continuing  its  needs  analysis  to  coordinate  the  ordering  system  mth  other 
data  systems. 

Vaccine  Delivery 

In  September,  1994  CDC  began  negotiations  with  vaccine  manufacturers  for  the 
delivery  of  vaccines  to  private  physicians.  We  recognized  at  the  time  that  agree- 
ments would  have  to  established  with  all  four  vaccine  manufacturers  in  order  for 
a  delivering  system  to  be  viable.  On  April  10,  lacking  the  prerequisite  agreements 
with  all  four  vaccine  manufacturers,  CDC  had  to  discontinue  these  negotiations. 

CDC  immediately  inaugurated  efforts  to  provide  for  State-based,  private  sector  de- 
livery systems.  VFC  vaccine  is  being  delivered  now  to  tens  of  thousands  of  public 
and  private  providers.  Forty-nine  States  are  delivering  vaccines  to  public  clinics  and 
39  States  have  informed  CDC  they  are  delivering  vaccine  to  enrolled  private  provid- 
ers. The  remaining  States  report  that  they  plan  to  begin  delivering  vaccine  this  year 
or  early  next  year. 

CDC;  met  with  States  in  mid-May  and  again  on  June  9  and  will  complete  discus- 
sions with  vaccine  manufacturers,  private  provider  organizations,  and  wholesale  dis- 
tributors by  mid-July  to  determine  how  best  to  assist  states  in  delivering  vaccine 
to  enrolled  private  physicians. 

Administration  Fees 

Fee  caps  were  initially  established  based  on  "usual  charge"  data  provided  by  the 
American  Academy  of  Pediatrics.  These  fees  are  maximums  and  do  not  necessarily 
reflect  the  charges  that  will  actually  be  passed  on  to  patients.  In  fact,  participating 
providers  are  required  to  agree  that  no  one  can  be  denied  vaccines  due  to  inability 
to  pay  fees. 

HCFA  has  undertaken  a  study  to  estimate  actual  provider  costs  and  expects  to 
base  fiiture  fee  caps  on  these  costs  by  the  end  of  the  calendar  year. 

Accountability 

In  building  an  effective  accountability  system,  several  activities  were  undertaken, 
including  the  development  of  State  accountability  plans,  monitoring  orders,  and  the 
submission  of  provider  profiles  to  States  by  enrolled  providers. 

States  have  the  primary  responsibility  to  ensure  that  VFC  (and  317)  vaccine  is 
used  appropriately.  States  have  over  30  years  experience  managing  immunization 
programs  and  are  in  the  best  position  to  account  for  these  vaccines.  This  approach 
is  consistent  with  the  goal  of  empowering  States  to  manage  program  processes  as 
long  as  outcome  targets  are  met  through  performance  measures. 

CDC  has  contracted  with  Battelle  to  evaluate  accountability  systems  in  six  pilot 
states.  We  are  making  site  visits  to  States,  we  are  presenting  accountability  options 
to  State  Health  Officials  and  public  and  private  providers,  and  we  are  evaluating 
State  vaccine  ordering  patterns. 

It  is  crucial  to  maintain  the  right  balance  between  effective  accountability  and  ac- 
complishing overall  program  goals.  If  providers  had  to  report  each  immunization 
transaction,  they  would  oe  burdened  with  filling  out  and  sending  in  over  14  million 

Eieces  of  paper  a  year.  That  would  be  a  waste  of  their  time  and  a  disincentive  for 
usy  health  professioneds  to  participate  in  the  program. 

Indeed,  when  we  solicited  the  views  of  private  provider  organizations  they  warned 
us  that  excessive  paperwork  would  prevent  physicians  from  enrolling  in  our  pro- 
gram. Also,  the  HHS  Inspector  General  has  just  released  a  survey  of  several  hun- 
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dred  physicians  that  found  excessive  paperwork  could  discourage  them  from  partici- 
pating in  the  VFC  program. 

Program  Evaluation 

It  is  difficult  to  evaluate  the  VFC  program  independently  because  there  are  dif- 
ficulties in  isolating  immunization  variables,  such  as  education  or  infi-astructure  im- 
provements. Nevertheless,  we  are  working  with  evaluation  experts  to  develop  a  com- 
prehensive VFC  evaluation  plan.  CDC  believes  baseline  information  can  be  obtained 
from  retrospective  studies,  thereby  allowing  for  comparisons  of  pre-VFC  coverage 
levels  with  coverage  after  VFC. 

HISTORICAL  PERSPECTIVE 

At  the  beginning  of  my  testimony,  I  stated  that  if  we  continue  our  comprehensive 
and  intensified  efforts,  we  will  achieve  our  goals.  Conversely,  any  significant  disrup- 
tion to  this  country's  commitment  to  childhood  immunization  will  return  us  to  an 
era  of  continued  epidemic  threats. 

The  evidence  is  clear.  Over  the  years,  aft«r  funding  for  immunization  has  de- 
creased, disease  incidence  among  children  has  increased.  For  example,  aft«r  funding 
for  measles  immunization  decreased  in  1968  and  1969,  cases  tripled  between  1969- 
1971.  After  funding  decreased  from  1974-1976,  cases  more  than  doubled  between 
1975-1977. 

On  the  other  hand,  when  Federal  funding  for  immunization  increases,  disease  lev- 
els decrease.  For  example,  funding  was  increased  from  1970-1972,  and  measles 
cases  had  decreased  by  65  percent  by  1973.  Before  cutting  immunization  funds,  we 
should  reflect  on  these  patterns. 

Promoting  childhood  immunization  must  be  viewed  as  a  national  priority  that  re- 
quires Federal/State  partnership.  Why  is  a  strong  Federal  role  so  important?  Quite 
simply,  if  one  State  provides  inadequate  funding  or  support  or  makes  poor  decisions 
about  immunization  policy,  and  an  outbreak  of  disease  results,  residents  of  other 
States  are  threatened.  In  fact,  vaccine-preventable  diseases  do  not  respect  State  bor- 
ders, particularly  in  an  era  like  this  one  when  so  many  Americans  move  from  State 
to  State. 

To  illustrate  my  point,  let  me  tell  you  two  chilling  stories  about  multi-State  out- 
breaks of  measles  that  occurred  in  1994.  In  one,  a  child  from  Colorado  was  exposed 
to  measles  while  playing  in  a  children's  arcade  in  Las  Vegas.  The  child  returned 
to  Colorado  and  spread  the  disease,  which  resulted  in  three  generations  of  new  mea- 
sles cases  before  it  was  finally  contained.  Vaccine  cost  alone  for  this  outbreak  was 
at  least  $150,000.  In  another,  also  in  1994,  a  chain  of  measles  transmission  began 
in  Breckenridge,  Colorado,  and  spread  into  nine  additional  States.  A  total  of  247 
cases  was  reported,  representing  36  percent  of  all  U.S.  measles  cases  that  year. 

CONCLUSION 

Preschool  immunization  represents  one  of  the  most,  if  not  the  most,  cost-effective 
public  health  interventions.  However,  vaccines  can  only  be  as  effective  as  the  system 
we  have  to  make  sure  that  preschool  children  receive  them  on  time.  There  is  no  sin- 
gle solution  to  meet  this  national  challenge.  No  one  approach  addresses  all  the  dif- 
ferent barriers  faced  by  the  preschool  population.  We  believe  that  we  can  reach  our 
goals  only  with  the  sustained  implementation  of  our  current  comprehensive  strat- 

This  country  has  too  often  merely  responded  to  public  health  crises  rather  than 
preventing  them.  If  we  are  to  prevent  infectious  childhood  diseases,  we  must  build 
a  comprehensive  vaccination  system  that  is  secure  and  sustainable — not  only  for  to- 
day's children,  but  tomorrow's  as  well.  This  system  must  function  well  not  only  dur- 
ing and  immediately  aft«r  an  epidemic,  such  as  occurred  after  the  recent  measles 
resurgence  of  1989-1991.  Rather,  the  system  must  work  during  those  periods  when 
infectious  diseases  seem  to  ebb  and  parents'  fears  of  childhood  diseases  have  sub- 
sided. For  it  is  during  those  times  when  parents  and  providers  are  most  at  risk  of 
being  complacent,  and  complacency  is  the  enemy  of  protecting  children's  health. 

The  CII  is  designed  to  build  a  permanent  immunization  system  by  enhancing  vac- 
cine delivery  infrastructure,  reducing  cost  as  a  barrier,  building  local  partnerships, 
mobilizing  communities  to  protect  children,  enhancing  State  data  systems  to  help 
parents  and  providers  remember  when  immunizations  are  due,  and  much  more.  The 
CII  is  a  major  step  forward  in  improving  the  health  of  our  children,  and  CDC  is 
committed  to  the  full  implementation  of  this  Initiative. 

Mr.  Klug.  Thank  you,  Dr.  Satcher.  And  we  will  guarantee  that 
your  full  statement  is  put  in  the  record. 
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Let  me  start  off.  You  indicated  in  your  profession  that  cost  is  still 
a  major  barrier,  but  if  cost  is  a  major  barrier,  why  is  it  that  we've 
achieved  immunization  levels  well  above  95  percent  when  children 
are  five,  but  we  haven't  when  they're  two?  Assuredly,  it  is  just  as 
expensive  for  parents  of  4  year  olds  as  it  is  for  18  month  olds. 

Mr.  Satcher.  Let's  make  one  thing  clear.  When  parents  get 
ready  to  enroll  their  children  in  school,  different  States  have  guide- 
lines for  what's  required,  and  in  many  cases  what  you  see  are  peo- 
ple lining  up  at  public  health  clinics  to,  in  some  cases,  get  one  shot 
in  a  series  like  DTP,  because  that  is  all  that  is  required  in  order 
for  the  child  to  get  into  school. 

We're  not  talking  about  that.  We  are  talking  about  completely 
immunizing  children  at  the  age  of  2  so  that  they  don't  get  illnesses 
between  1  and  5.  So  let  me  say  to  you  that  we're  not  talking  about 
the  same  thing. 

Mr.  Klug.  But  if  cost  is  a  barrier  at  2  it  should  be  a  barrier  at 
4.  The  difference  is  that  there  is  a  requirement  for  the  parents  to 
do  it  at  4. 

Mr.  Satcher.  Cost  is  not  the  only  barrier.  We  make  that  very 
clear,  and  that  is  why  I  pointed  out  to  you  the  five  points  of  this 
initiative.  Cost  is  a  very  important  barrier.  There  is  a  different  sit- 
uation at  entering  school. 

There  is  not  the  requirement  of  all  11  vaccines.  There  are  State 
requirements  in  terms  of  what  it  takes  to  get  into  school. 

Mr.  Klug.  The  GAO  indicated  in  its  testimony  that  there  were 
four  studies  done  for  the  Center  for  Disease  Control  and  Prevention 
that  were  never  published  that  essentially  rejected  the  central  the- 
sis of  this  entire  program  that  cost  is  the  major  barrier.  Do  you 
agree  or  disagree  with  GAO? 

Mr.  Satcher.  I  totally  disagree.  Those  four  studies  looked  at  four 
different  cities  in  terms  of  what  happened  in  public,  and,  in  some 
cases,  private  encounters.  It  started  with  Medicaid  patients.  Basi- 
cally, what  it  pointed  out  was  what  we've  said  before,  cost  is  not 
the  only  barrier.  Even  for  people  who  have  Medicaid,  there  are  bar- 
riers because  there  are  some  private  physicians  with  Medicaid  who 
would  prefer  not  to  purchase  the  vaccine  under  Medicaid  and  wait 
6  to  9  months  to  get  reimbursed. 

But  the  point  of  that  study  was  not  to  say  that  cost  was  not  a 
barrier.  It  was  to  say  that  we  need  to  define  other  barriers  that  re- 
sult in  children  not  getting  immunized  when  they  see  physicians 
even  if  they  have  Medicaid.  We  are  trying  to  deal  with  that  in  a 
comprehensive  program. 

Mr.  Klug.  Why  not  simply  take  this  money  and  give  it  to  the 
States  and  say  if  you  need  to  spend  it  to  buy  shots,  do  it;  but  if 
you  want  to  hire  more  public  health  nurses,  do  it;  if  you  want  to 
keep  clinics  open  late  at  night;  do  it. 

Why  is  it  that  we've  essentially  targeted  $450  million  already 
only  to  do  one  thing  when  even  you  admit  that's  not  the  only  thing 
that  stops  kids  from  being  immunized? 

Mr.  Satcher.  Right.  And  I  don't  want  to  get  into  the  politics  of 
this,  but  I  will  give  you  my  opinion  about  the  $450  million. 

We  spend  right  now  $120  billion  every  year  treating  infectious 
diseases.  It  is  a  very  good  investment  spending  $450  million  and 
more  to  immunize.  In  fact,  one  of  the  major  problems  we're  facing 
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in  this  country  today  is,  even  when  we  treat  children  with  anti- 
biotics, many  of  the  organisms  are  becoming  resistant. 

So  if  you  have  a  choice  between  immunizing  children  and  pre- 
venting infection  as  opposed  to  spending  $120  billion  a  year  to 
treat  infectious  diseases,  then  I  don't  think  there  is  any  compari- 
son. 

So  from  our  perspective,  the  immunization  program  is  a  very 
good  investment,  and  I  would  think  it  would  be  ridiculous  not  to 
implement  it  fully. 

The  second  thing  I  want  to  say  is  when  it  comes  to  the  States, 
I  think  this  is  a  Federal/State  relationship.  I  don't  believe  that 
there  is  any  other  example  that  we  have  before  us  that  is  a  better 
working  relationship  between  the  Federal  Government  and  the 
States. 

Now,  on  the  one  hand,  GAO  is  criticizing  us  for  not  micromanag- 
ing  at  the  State  level;  we  don't  want  to  micromanage  this  program. 
We  want  the  States  the  manage  this  program  and  we  want  to  sup- 
port them, 

Mr.  Klug.  May  I  read  vou  a  letter  from  the  State  of  Maryland 
dated  February  10,  1995,  Dear  VFC  Provider,  we  have  found  seri- 
ous problems  with  overestimates  of  eligible  children.  The  combined 
estimates  of  eligible  children  from  the  currently  enrolled  VFC 
Maryland  Provides  indicate  there  are  185,000  eligible  children 
under  the  age  of  one,  or  twice  the  number  of  children  bom  in  the 
State  of  Maryland  every  year." 

Mr.  Satcher.  I  think  there  are  still  problems  at  the  State  level. 
You  just  illustrated  a  State  level  problem,  and  there  are  problems 
at  the  local  level,  and  there  are  still  problems  at  the  Federal  level 
in  terms  of  issues  of  eligibility. 

I  mean,  there  is  a  very  confused  system  when  it  comes  to  who 
is  eligible  for  what. 

This  program  was  intended  to  try  to  deal  with  this  problem.  I 
think  the  State  of  Maryland  has  done  a  good  job  in  many  ways.  I 
think  the  incentive  program  is  an  excellent  one,  so  I  am  not  knock- 
ing that,  but  that  statement  doesn't  take  away  from  the  validity  of 
this  program. 

Mr.  Klug.  You  are  indicating  there  is  a  well-defined  partnership 
between  the  CDC  and  the  States,  and  here  is  a  letter  from  a  State 
saying  the  regulations  and  guidelines  are  so  confusing  they've  es- 
sentially double  counted  all  the  kids  bom  in  the  State. 

Mr.  Satcher.  I  don't  think  Maryland  was  sajdng  that  was  a  CDC 
problem.  I  think  you're  misreading  that. 

Mr.  Klug.  My  interpretation  is  different  than  yours,  obviously. 

Mr.  Satcher.  Yes.  CDC  does  not  define  eligibility,  because  the 
legislation  defines  eligibility. 

Mr.  Klug.  My  time  is  up,  and  I  will  stay  on  the  schedule  to  give 
my  colleagues  an  opportunity  to  ask  you  questions.  I  may  come 
back  and  follow-up  some  more. 

Mr.  Waxman? 

Mr.  Waxman.  Thank  you  very  much.  Dr.  Satcher,  we  just  heard 
from  the  GAO  a  recommendation  that  we  re-target  VFC  funding  to 
pockets  of  need  throughout  the  country  based  on  the  fact  that 
under  immunization  tends  to  occur  primarily  or  exclusively  in  very 
specific  identifiable  areas.  Do  you  agree  with  this? 
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Mr.  Satcher.  No,  I  don't.  I  think  as  long  as  you  have  over  30 
percent  of  the  children  in  this  country  not  being  appropriately  im- 
munized by  the  age  of  two,  you  have  a  nationwide  problem,  and  it 
is  not  just  a  problem  for  the  children  who  are  not  immunized;  it 
is  a  nationwide  problem. 

That  is  why  we  spend  some  time  and  effort  in  Sub-Saharan  Afri- 
can and  South  East  Asia  with  the  immunization  program,  because 
we  realize  that  it  is  a  global  problem  when  people  are  not  immu- 
nized. 

Once  we  get  to  the  90  percent  immunization  level,  and  that  is 
a  strategy  here,  then  more  effort  would  be  toward  targeting  those 
pockets  of  need  but  not  when  you  have  32  percent  of  children 
across  the  country  not  appropriately  immunized. 

Our  goal  is  to  get  90  percent  of  children  fully  immunized.  Then 
people  ask,  well,  what  about  the  other  10  percent? 

Well,  most  of  our  studies  suggest  that  once  you  get  the  90  per- 
cent then  your  focus  can  be  on  targeting  pockets  of  need. 

Mr.  Waxman.  This  question  of  cost.  GAO  seems  to  rely  quite 
heavily  on  the  fact  that  they  think  cost  is  not  that  much  of  a  factor. 

You  are  a  physician  yourself  and  you've  talked  to  other  physi- 
cians. What  is  your  view  of  the  relative  importance  of  cost  com- 
pared with  other  factors  that  influence  whether  children  are  immu- 
nized or  not? 

Mr.  Satcher.  I  think  cost  is  very  important,  and  that  is  what  we 
hear  from  physicians  who  practice  in  these  communities.  As  some 
of  you  know,  I  started  my  career  in  the  Watts  community,  not  only 
practicing  there,  but  while  a  Clinical  Scholar  at  UCLA  did  an  ex- 
tensive study  on  what  the  barriers  were  to  access  to  care.  That  was 
published  in  1980  in  the  Journal  of  Family  Practice,  and  very 
clearly  showed  that  working  parents  especially  who  could  not  af- 
ford insurance,  but  who  wanted  to  have  private  physicians  viewed. 
No.  1,  immunization  as  the  most  important  aspect  of  health  care. 

No.  2,  the  most  important  thing  was  to  be  able  to  go  to  your  own 
family  physician  or  pediatrician  and  get  that  service,  and  all  other 
primary  care  services.  Anything  that  prevents  a  parent  from  hav- 
ing a  relationship  with  the  physician,  and  that  physicians  being 
able  to  provide  comprehensive  primary  care  to  his  or  her  patient 
is  not  only  important,  it  is  critical,  and  that  is  what  the  VFC  pro- 
gram attempts  to  address. 

Mr.  Waxman.  We've  heard  arguments  that  the  VFC  program 
costs  too  much  and  is  not  cost  effective.  Would  you  please  tell  us 
exactlv  how  much  you're  spending  on  this  program  this  year,  and 
describe  for  us  the  payoff  in  terms  of  the  cost  savings  associated 
with  the  immunizations  that  are  provided  with  the  funds  under  the 
program. 

Mr.  Satcher.  Well,  in  1994  we  spent  $572  million  total,  not  for 
the  VFC,  but  for  the  section  317  program,  including  $193  million 
for  vaccine  purchase.  In  addition,  a  total  of  $270  million  was  spent 
for  Medicaid  vaccine  purchases.  Medicaid  was  then  not  able  to  get 
the  vaccine  at  the  contract  price.  States  spent  another  $109  million 
in  1994  before  the  VFC  program  started. 

We  estimate  that  in  1996,  when  all  of  the  Medicaid  program  is 
under  VFC,  we'll  spend  about  $365  million  for  vaccine  purchase  for 
the  Vaccines  For  Children  program.  States  will  continue  to  spend 
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$109  million.  We  will  also  continue  to  support  State's  vaccine  pur- 
chase infrastructure  with  $165  million.  That's  about  a  12  percent 
increase  from  1996  over  1994. 

And  the  reason  that  there  is  such  a  small  increase  even  with 
making  a  new  program  available  is  by  bulk  ordering  and  negotiat- 
ing at  the  discounted  Federal  vaccine  contract  price,  we're  able  to 
get  the  vaccines  at  a  lower  cost. 

States  are  benefiting  tremendously  from  this  because  they  don't 
have  to,  therefore,  pay  for  the  Medicaid  vaccine  price  component. 
So  the  States  are  benefiting  from  this  program. 

But  the  interesting  thing  is  that  we're  talking  about  a  12  percent 
increase  after  this  program  is  fully  implemented  in  1996. 

Now,  as  times  goes  on  there  will  be  new  vaccines,  and  one  of  the 
beauties  of  the  VFC  program  is  that  it  encourages  research  because 
companies  know  if  they  produce  new  vaccines  there  will  be  a  way 
of  paying  for  them. 

So  even  though  there  are  problems  with  research  and  develop- 
ment, and  I  certainly  am  concerned  about  that,  there  are  also  in- 
centives in  this  program  for  that. 

Mr.  Waxman.  Let's  say  we  took  this  program  and  put  it  in  a 
block  grant  of  Medicaid.  Can  we  assure  ourselves  and  everyone  else 
that  the  chicken  pox  vaccine  or  other  new  vaccine — that  we'll  know 
that  there  will  be  a  national  commitment  to  immunizing  children? 

Mr.  Satcher.  No,  I  don't  think  we  can.  I  think  States  have  had 
real  problems.  They've  had  real  problems  with  the  Medicaid  pro- 
gram. The/ve  implemented  it  at  different  levels,  I  don't  believe  a 
Nation  can  afford  to  leave  something  as  important  as  immunization 
as  a  burden  for  States  in  isolation,  and  I  don't  believe  the  States 
feel  that  way. 

My  impression  is  that,  not  only  on  a  national  level  but  an  inter- 
national level,  we  have  a  responsibility  when  it  comes  to  immuni- 
zation. It  is  just  like  protecting  your  water  so  that  you  don't  have, 
as  we  had  in  Milwaukee  in  1993,  400,000  people  getting  infected 
with  cryptosporosis.  That's  a  Federal  problem.  It  is  not  just  Mil- 
waukee's problem.  We  can't  afford  to  have  a  water  supply  system 
in  this  country  that  is  not  safe.  We  can't  afford  to  have  children 
that  are  not  immunized  because  it  is  not  just  that  State's  problem. 

If  a  person  gets  measles,  a  person  in  the  next  State  can  get  mea- 
sles. We've  have  several  examples  of  that.  We  had  an  outbreak  in 
Las  Vegas.  Before  it  was  over,  people  in  Colorado  and  California 
and  elsewhere  had  measles  from  this  outbreak. 

So  we  are  not  talking  about  an  isolated  State  problem;  we're 
talking  about  a  national  problem,  and  there  has  to  be  a  national 
approach,  and  I  think  States  agree  with  that. 

Mr.  Waxman.  Thank  you  very  much. 

Mr.  Klug.  Thank  you. 

Mr.  Burr? 

Mr.  Burr.  Thank  you,  Mr.  Chairman.  Dr.  Satcher,  let  me  say 
that  we  certainly  respect  the  work  of  CDC.  I  think  what  we  are 
here  debating  today  is  how  we  increase  the  level  of  immunization 
in  children  versus  whether  we  immunize  children. 

I  just  want  to  set  that  straight.  Certainly,  I  would  be  one  who 
would  vote  for  CDC  maybe  to  look  at  military  procurement  and 
other  things  if,  in  fact,  we  have  become  that  proficient  at  purchas- 
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ing  drugs,  because  it  will  be  the  first  thing  that  I've  found  that  the 
Federal  Government  actually  would  negotiate  the  best  price  versus 
the  private  sector. 

Let  me  head  in  a  different  direction  for  a  second.  You,  in  your 
testimony — and  I'm  on  page  2  of  your  written  testimony — ^you  talk 
about  the  initiatives  included  in  five  interrelated  strategies  to  ad- 
dress many  difficult  reasons  why  children  do  not  receive  their  im- 
munization. One,  improve  the  quantity  and  quality  of  vaccination 
delivery  services. 

How  many  children,  based  upon  that  strategy  being  imple- 
mented, are  immunized? 

Mr.  Satcher.  I'm  not  going  to  play  games.  I  don't  think  anybody 
can  answer  that  question.  You  can  pretend  or  GAO  pretends  that 
if  you  launch  a  nationwide  strategy  that  a  few  months  later  you 
can  tell  somebody  exactly  how  many  children  have  been  benefited. 

There  is  no  program  in  this  country  where  you  can  do  that. 

I  think  what  we  can  do  is  survey  populations,  and  over  a  period 
of  time  we  can  look  at  the  outcome  of  comprehensive  strategies.  I 
am  not  going  to  pretend  that  we  can  dissect  out  every  strategy  and 
say  for  a  given  strategy  how  much  this  part  had  in  it  and  how 
much  that  part  had  in  it,  and  I  don't  think  we  have  the  facilities 
to  do  that  in  any  program  in  this  country. 

But  I  do  think  we  can  monitor  what  is  happening  to  children, 
and  we  can  look  at  different  States  and  different  localities,  and  we 
can  see  if  we're  making  progress. 

We  can  also  compare  strategies  because  some  States,  as  you 
pointed  out,  have  initiated  one  strategy.  Like  one  State  had  their 
clinics  open  at  night.  Another  State  even  used  the  National  Guard, 
for  example,  and  this  comes  under  that  initiative  that  you  just  de- 
scribed. 

Mr.  Burr.  Understand,  Dr.  Satcher,  what  I'm  trying  to  do  as  an 
individual  is  determine  how  CDC  judges  success  in  immunization. 

Mr.  Satcher.  Well,  I'd  be  happy  to  answer  that  question. 

Mr.  Burr.  Let  me  go  a  little  bit  further,  if  I  could,  because  I  was 
going  to  ask  you  on  all  five  of  the  initiatives  that  you've  set  up  be- 
cause you've  said  they  are  crucial. 

Let  me  just  go  to  the  end  of  the  paragraph.  It  says,  'Taken  to- 
gether, these  five  strategies  were  put  in  place  a  sustainable  system 
to  protect  our  youngest  and  most  vulnerable  Americans."  I  guess 
my  question  would  be  if  you  can't  gauge  the  steps  individually  of 
their  success  based  upon  an  immunization  number,  then  can  you 
tell  me  what  basis  you  use  to  reach  that  conclusion. 

Mr.  Satcher.  Let  me  make  sure,  Congressman,  that  I'm  clear. 

I  did  not  say  we  could  not  gauge  the  steps.  You  said  could  I  tell 
you  how  many  children  are  immunized,  I  don't  think  that  is  the 
only  way  to  gauge  the  steps,  and  I  speak  as — I  think  most  public 
health  experts  would  agree 

Mr.  Burr.  Let  me  go  back  to  a  GAO  conclusion,  and  you  tell  me 
whether  you  disagree  with  that. 

Mr.  Satcher.  Okay. 

Mr.  Burr.  One  of  the  conclusions  of  their  study  was  that  in  most 
cases  we  were  above  or  close  to  the  90  percent  goal  of  immuniza- 
tion prior  to  the  implementation  of  VFC. 
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Mr.  Satcher.  If  you  break  down  the  antigens  individually,  there 
are  some  where  we  are  much  further  along  than  others.  Those  are 
our  data,  by  the  way.  CDC  is  the  organization  which  provides  those 
data.  We  don't  hide  them. 

We  don't  think  there  is  anything  wrong  with  the  fact  that  if  you 
look  at  just  three  shots  of  DTP,  you  get  a  much  higher  figure,  close 
to  the  90  percent,  than  you  do  if  you  look  at  all  four,  or  if  you  look 
at  polio  and  just  having  two  oral  polio,  it  is  much  higher  than  all 
three. 

We  have  over  20  percent  of  children  in  this  country  who  are  not 
fully  immunized  for  polio  by  the  age  of  2. 

But  you  are  right.  If  you  break  it  down,  you  will  find  that  for  two 
individual  antigens  (HMR  and  DTP-3)  we  are  at  90  percent. 

Our  goal  is  for  all  of  the  several  antigens  that  are  appropriate 
by  the  age  of  two,  we  will  be  at  90  percent  by  the  year  2000,  and 
by  the  year  1996,  for  all  the  critical  ones,  we  would  be  there. 

Let's  give  an  example.  We  have  introduced  a  new  vaccine  in 
1988.  We've  fully  introduced  hemophilus  influenza  b.  In  the  short 
time  since  1988,  we've  had  a  90  percent  reduction  in  meningitis 
and  other  brain  damage  associated  with  hemophilus  influenza; 
20,000  children  a  year  were  contracting  hemophilus  influenza, 
many  of  them  getting  meningitis.  We've  had  a  90  percent  reduc- 
tion. 

We  can  tell  you  that.  We  can  tell  you  the  impact  of  these  vac- 
cines. We  can  gauge,  as  you  put  it,  the  impact.  We  may  not  be  able 
to  count  the  number  of  children  in  every  local  community,  but  we 
can  gauge  the  impact  of  introducing  a  comprehensive  strategy,  and 
that  is  what  we  do. 

Mr.  Burr.  I  see  my  light  is  up.  Let  me  say  certainly  my  attempt, 
and  I  think  the  attempt  of  the  committee,  is  to  determine  what  you 
use  as  that  gauge  of  success  so  that  we  can  determine  whether  the 
program  is,  in  fact,  headed  in  the  right  direction. 

There  are  certainly  conflicts.  One  of  the  things  that  we  are  re- 
quired by  the  people  who  elect  us  is  to  account  for  money  and  to 
come  up  with  specific  numbers  of  progress  so  that  we  can  relate  to 
them  how  successful  they  are. 

Mr.  Satcher.  May  I  say  that  we  would  like  to  work  with  you. 
If  you  think  that  we're  not  using  the  appropriate  strategies  for 
gauging  the  success  of  these  programs — and  we've  called  in  a  lot 
of  experts — ^but  we  would  be  happy  to  sit  down  with  this  committee 
or  anybody  you  would  want  to  have  sit  with  us  and  look  at  our 
strategies  for  gauging. 

I  agree  with  you,  we  have  to  be  accountable.  We  take  account- 
ability very  seriously.  If  we're  not  doing  it  correctly — it  is  true  that 
we  have  invested  a  lot  at  the  State  level.  We  did  not  want  to  micro- 
manage  this  program,  but  we  do  want  to  have  accountability.  So 
we  would  be  willing  to  work  with  you. 

Mr.  Burr.  Dr.  Satcher,  just  a  follow-up,  quickly.  Is  there  a  tre- 
mendous difference  between  you  turning  a  program  over  to  the 
State  and  not  micromanaging  and  our  doing  that? 

Mr.  Satcher.  When  we  turn  it  over,  we  turn  it  over  while  main- 
taining the  Federal  responsibility  in  terms  of  things  like  trying  to 
make  sure  that  the  program  goes  in  the  right  direction.  That 
doesn't  require  micromanagement. 
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I  think  the  overall  responsibility  for  immunization  in  this  coun- 
try is  a  Federal  responsibility  because  there  is  no  State  that  has 
contained  within  its  borders  the  problem  of  vaccine  preventable 
diseases.  As  I  gave  you  the  example  before,  we  have  an  outbreak 
in  one  State  and  several  States  are  affected.  There  are  many  exam- 
ples I  could  give  you. 

So  there  is  no  one  individual  State  that  has  this  problem  unto 
itself  It  is  a  national  problem. 

Viruses  and  bacteria  don't  need  visas,  even  across  national 
boarders,  let  alone  State  borders.  This  is  not  a  State  problem. 

Mr.  Klug.  Mr.  Wyden? 

Mr.  Wyden.  Thank  you  very  much.  Doctor,  I  am  very  pleased 
that  you  are  here.  You  make  many  points  on  which  I  agree.  Obvi- 
ously bugs  don't  stop  at  State  borders.  We  have  to  deal  with  public 
health  concerns  as  they  come  up. 

As  a  CDC  supporter  and  as  a  CDC  supporter  for  a  long  time, 
three  things  have  come  up  recently  that  have  chipped  away,  frank- 
ly, at  the  confidence  I  have  of  CDC.  This  Wall  Street  Journal  story 
of  a  couple  of  days  ago  where  your  own  people,  as  part  of  an  inter- 
nal review,  talk  about  series  management  problems  at  the  Agency. 
It  concerns  me  very  greatly. 

One  of  your  people  says  that  318  positions  that  have  been  au- 
dited, the  initial  findings  show  that  grade  levels  and  salaries  of  86 
positions  can't  be  supported.  These  are  your  folks. 

Mr.  Satcher.  Congressman,  let's  make  sure  that  we  quote  the 
study  correctly.  That  study  came  from  1992  and  1993  when  CDC 
geared  up  for  taking  care  of  AIDS  and  immunization.  What  is  hap- 
pening now  is  a  process  of  reclassification  to  correct  that  problem. 
That  problem  is  not  a  recent  problem.  It  grew  out  of  gearing  up  to 
deal  with  AIDS  and  immunization. 

The  people  who  you  are  quoting  are  talking  about  an  outcome  of 
an  Office  of  Personnel  Management  study  that  was  done  in  1992- 
93. 

I  happen  to  have  been  president  at  Meharry  at  the  time.  I  take 
the  responsibility  very  seriously  for  solving  the  problem,  but  I  don't 
want  you  to  say  that  it  is  a  new  problem  that  has  been  defined  by 
the  Wall  Street  Journal  recently. 

Mr.  Wyden.  Clearly,  your  people  say  it  is  a  current  problem.  I 
mean,  they  quote  a  CDC  official  and  I'm  not  talking  about  3  or  4 
years  ago.  It  says  microbiologists  can't  get  equipment  because  CDC 
has  been  paying  some  people  $45,000  a  year  for  secretarial  work. 

Mr.  Satcher.  Staff  were  placed  in  those  positions  is  when — they 
were  placed  in  those  positions  during  the  effort  to  gear  up  to  deal 
with  AIDS  and  immunization.  You  can't  get  Federal  people  out  of 
positions  in  1  day,  so  the  process  of  reclassification  has  been  going 
on  for  a  while. 

You're  quoting  Jack  Jackson,  and  he's  absolutely  right,  but  I 
think  you're  misunderstanding  what  he's  saying.  The  salary  deci- 
sions were  made  when  we  geared  up  for  AIDS  and  immunization, 
and  he  says  that. 

Mr.  Wyden.  We'll  make  the  article  a  part  of  the  record,  but  a 
combination  of  this  article  would  certainly  to  me — and  I  think  to 
any  reader  it  would  suggest  that  there  are  these  problems  cur- 
rently faced  by  the  Agency. 
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Yesterday  I  was  informed  that  the  Agency  has  no  intention  to 
implement  the  fertility  clinic  law  that  I  authored  in  spite  of  the 
fact  that  we've  got  these  problems  in  Orange  County  and  else- 
where. 

Finally,  the  management  problems  that  the  GAO  has  raised,  as 
I  said,  chip  away  at  the  confidence  of  a  supporter  of  the  CDC  like 
myself. 

My  first  question  on  the  vaccine  issue  specifically  is  that  the 
CDC  told  us  that  as  much  as  30  to  40  percent  of  the  under  immu- 
nization problem  could  be  dealt  with  if  doctors  only  gave  appro- 
priate shots  during  regularly  scheduled  office  visit  with  the  needy 
youngsters.  They  said  that  in  one  fell  swoop  we  can  deal  with  close 
to  hsilf  of  the  problem. 

What  is  CDC  doing  within  the  context  of  the  VFC  program  to  ad- 
dress something  like  this? 

Mr.  Satcher.  Well,  the  VFC  program  is  a  part  of  a  comprehen- 
sive strategy.  We  believe  that  part  of  the  reason  that  children  don't 
get  immunized  when  they  go  to  their  physician  is,  in  fact,  cost. 
We've  made  that  very  clear. 

But  we  don't  believe  that  is  the  only  reason,  so  we  are  working 
very  closely  with  States  to  develop  registries  so  that  if  a  physician 
has  a  patient,  the  physician  may  not  know  where  the  patient  is  in 
the  immunization  schedule  and  the  parents  also  may  not  know. 
We're  trying  to  put  in  place  in  States  the  necessary  information 
that  would  be  readily  available.  We  think  it  would  make  a  big  dif- 
ference. 

We've  also  educated  physicians,  by  the  way.  There  are  still  physi- 
cians who  believe  that  if  a  child  has  a  fever  that  maybe  they  should 
not  be  immunized. 

CDC  conducted  a  program  last  year  where  about  15,000  provid- 
ers participated.  It  is  the  largest  program  in  10  years  to  update 
physicians  and  nurses  and  nurse  practitioners  and  physician  as- 
sistants in  the  immunization  schedules.  So  I  think  we  have  accom- 
plished  

Mr.  Wyden.  I  would  like  to  get  one  other  question  if  I  could,  Mr. 
Chairman,  and  doctor,  I  support  your  effort  with  the  registries,  and 
I  think  that  is  constructive. 

The  other  management  failure  that  particularly  concerns  me  is 
that  the  GAO  said  in  response  to  questions  from  Congressman 
Klug  and  myself  that  while  it  was  not  possible  today  to  determine 
how  many  youngsters  had  been  immunized  and  whether  the  needy 
youngsters  were  being  served,  they  said — and  I  think  this  is  espe- 
cially important — that  the  Agency  didn't  have  management  sys- 
tems in  place  to  be  able  to  tell  Congress  down  the  road  whether 
needy  kids  were  being  served. 

What  is  your  response  to  that  comment? 

Mr.  Satcher.  My  response  is  two  fold.  We're  not  happy  with  the 
management  systems  in  place.  We  have  invested  that  primary  re- 
sponsibility in  the  States.  As  you've  heard  GAO  say,  there  are  at 
least,  I  believe,  eight  States  where  we  feel  they  are  models. 

We  are  going  to  move  forward  with  those  models.  We  brought  on 
experts,  Batelle  and  others,  to  work  with  the  States  to  improve  the 
accountability  system.  We  believe  that  there  is  a  need  to  improve 
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accountability.  We  believe  we  are  moving  in  that  direction  after  8 
months  in  this  program. 

Mr.  Wyden.  My  time  is  up.  I  just  want  you  to  know  that  as  a 
CDC  supporter,  the  kind  of  things  I've  heard  from  the  Wall  Street 
Journal,  fertility  program,  now  from  the  vaccine  program  today 
raise  some  serious  questions  in  my  view  about  the  Agency's  ability 
to  tackle  these  type  of  problems. 

Mr.  Satcher.  Congressman,  let  me  express  my  appreciation  for 
your  support  for  CDC.  I  think  if  you  have  questions,  we  ought  to 
get  answers  to  your  questions.  All  I  ask  is  for  you  to  give  us  an 
opportunity  to  answer  them. 

Mr.  Klug.  Speaking  of  questions,  Mr.  Whitfield. 

Mr.  Whitfield.  Dr.  Satcher,  I  also  want  to  welcome  you  here 
today.  Many  of  us  on  this  committee  are  new  members,  and  we're 
delighted  to  have  someone  with  your  expertise  to  help  walk 
through  these  programs. 

I  wanted  to  touch  on  a  couple  of  things.  You  mentioned  earlier 
that  there  are  about  2  million  children  in  the  United  States  who 
have  not  been  immunized.  Can  you  tell  me  if  they  are  located  in 
primary  areas  of  the  country  or  how  did  you  come  up  with  this  2 
million  figure,  and  what  is  the  distribution  of  those  children? 

Mr.  Satcher.  They  are  scattered  throughout  the  country  and  it 
is  true  that  there  are  areas  where  they  are  more  concentrated  than 
others.  For  example,  inner  city  communities.  There  are  inner  city 
communities  where  less  than  50  percent  of  children  have  received 
the  full  course  of  immunization. 

I  think  you  heard  Congressman  Towns  say  he  felt  that  in  some 
areas  of  New  York  there  may  be  only  11  percent  of  children  had 
been  fully  immunized.  We  don't  have  that  data.  We're  working  very 
closely  with  New  York  State  and  the  City  of  New  York.  I  think 
New  York  State  is  one  of  the  strongest  supporters  of  the  VFC  pro- 
gram, however. 

Mr.  Whitfield.  But  of  the  2  million  that  you've  identified,  you 
don't  have  this  broken  by  State  or  by  city? 

Mr.  Satcher.  The  survey  is  a  survey  that  is  done  nationwide. 
We  can  target  cities.  We  can  in  fact  target  cities  and  tell  you  where 
any  given  city  is.  We  have  to  work  with  the  State  and  local  commu- 
nity to  do  that.  We  have  done  that  in  many  cases  and  can  give  you 
that  information.  We  haven't  done  it  for  every  city  in  the  country. 

Mr.  Whitfield.  But  you  can  do  itby  State  pretty  easily? 

Mr.  Satcher.  Sure.  We  have  data  from  just  about  every  State  re- 
garding where  they  are  with  immunizations. 

Mr.  Whitfield.  Out  of  this  2  million,  how  many  would  you  say 
would  be  in  the  State  of  California,  for  example? 

Mr.  Satcher.  I  think  I  can  say  with  some  help  from  my  col- 
leagues pretty  quickly  where  we  are  in  the  State  of  California.  I 
know  it  is  a  significant  number  based  on  the  population  and  the 
immunization  levels. 

Mr.  CORDERO.  We  don't  have  the  numbers  here,  but  we  can  pro- 
vide those  to  you. 

Mr.  Whitfield.  Okay.  Now  I'm  assuming  that  these  2  million 
children  are  from  depressed  areas,  primarily  from  low-income  fami- 
lies. Would  that  be  a  fair  characterization? 
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Mr.  Satcher.  Many  of  them  are.  I  do  want  to  point  out  that  we 
are  talking,  to  a  great  extent,  about  working  families.  Working  par- 
ents who  may  not  be  able  to  afford  insurance,  but  they  do  have  pri- 
vate physicians,  they  go  to  those  physicians. 

Dr.  Burtcher  from  California,  who  is  in  San  Diego  and  who  is  the 
former  president  of  the  National  Medical  Association,  talked  about 
how  the  Vaccines  For  Children  program  had  benefited  him  because 
now  that  he  doesn't  have  to  worry  about  the  cost  of  the  vaccine, 
it  is  not  his  concern  if  the  parents  can't  pay  him  to  administer  it. 

He  wants  to  keep  those  patients  in  his  practice.  He  is  willing  to 
provide  those  vaccines  free  of  administrative  costs.  And  that's  what 
we've  said.  We've  said  that  in  order  for  a  physician  to  participate 
in  a  program,  the  inability  of  the  parents  to  pay  for  the  immuniza- 
tion cannot  be  a  barrier  to  getting  the  vaccine. 

Mr.  Whitfield.  So  prior  to  the  program  most  of  these  children, 
would  it  be  fair  to  say,  receive  their  immunization  through  Medic- 
aid? Would  that  be  accurate? 

Mr.  Satcher.  Many  of  them  didn't  receive  it  at  all. 

Mr.  Whitfield.  But  if  they  did  receive  them,  it  would  have  been 
through  the  Medicaid  program,  right? 

Mr.  Satcher.  Yes,  I  think  about  half  of  the  children  who  would 
benefit  from  this  program  at  least  are  on  Medicaid. 

Mr.  Whitfield.  And  as  I  told  you  before,  one  of  the  real  prob- 
lems with  Medicaid — and  I  don't  want  to  go  into  that  in  detail — 
is  that  there  are  many  physicians  with  whom  I've  worked  for  the 
last  12  years  who  won't  see  Medicaid  patients  for  various  reasons. 
There  are  others  who  see  them,  but  they  have  to  buy  the  vaccine 
up  front,  and  then  they  have  to  bill  Medicaid  to  get  reimbursed, 
and  it  takes  various  periods  of  time  for  that  depending  on  where 
you  are  in  your  situation. 

I  know  there  are  a  number  of  differences,  but  one  of  the  major 
differences  you  think  would  make  this  program  more  effective  is 
the  fact  that  you  all  do  the  bulk  bujdng  of  the  vaccine  and  distrib- 
ute that  so  that  it  is  not  a  cost  factor  for  the  physician  that  admin- 
isters it?  Is  that  correct? 

Mr.  Satcher.  Right.  And  the  other  point,  and  I  think  you're 
making  this  point,  is  that  we  believe  that  it  is  critical  that  parents 
be  able  to  get  their  children  immunized  in  their  physicians'  offices. 
We  don't  believe  they  should  have  to  schedule  another  appointment 
at  a  public  health  clinic,  and  we  don't  believe  that  physicians  who 
don't  want  to  should  have  to  send  their  patients  away  from  their 
practice  to  get  something  as  important  as  immunization. 

Mr.  Whitfield.  One  other  question. 

Mr.  Klug.  Mr.  Whitfield,  last  question. 

Mr.  Whitfield.  Okay.  You  indicated  earlier  that  this  program  is 
actually  an  incentive  to  drug  companies  to  be  involved  more  in  re- 
search and  development.  How  is  that  possible  when  you  put  a  cap 
on  their  price? 

Mr.  Satcher.  That  is  a  very  important  question.  One  way  that 
this  is  an  incentive — and  what  we've  heard  from  some  of  the  manu- 
facturers is  that  we  now  know  when  a  new  drug  is  developed — 
within  the  context  of  this  program,  that  drug  can  be  paid  for,  and 
so  many  manufacturers  agree  that  aspect  of  the  program  is,  in  fact, 
an  incentive. 
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Now,  there  are  some  other  disincentives  that  we  do  need  to  talk 
about,  and  I  believe  that  to  the  extent  that  cost  is  a  disincentive, 
then  I  think  we  ought  to  sit  down  and  deal  with  it. 

Dr.  Lee,  the  Assistant  Secretar>'  for  Health,  by  the  way,  has  writ- 
ten the  manufacturers  pointing  out  our  desire  to  really  work  with 
them  around  the  research  and  development  issue. 

Mr.  Whitfield.  Thank  you. 

Mr.  Klug.  Dr.  Ganske? 

Mr  Ganske.  Thank  you.  First  I  want  to  say  that  I  think  the 
CDC  does  great  work  in  the  areas  where  it  has  expertise,  but  I 
think  that  the  administration  and  distribution  of  medical  supplies 
is  probably  not  one  of  those  areas,  and  that  has  been  pointed  out 
by  the  GAO  report. 

The  CDC-sponsored  studies  show  that  most  of  the  under  vaccina- 
tion among  groups  who  already  have  access  is  in  the  groups  where 
there  is  already  access  to  free  vaccine,  kids  who  are  enrolled  to 
Medicaid  or  have  had  access  to  public  health  clinics.  Many  of  them 
have  been  to  their  physician  multiple  times,  so  they've  had  oppor- 
tunities. 

For  one  reason  or  another — and  I'm  sure  you  can  give  me  those 
reasons — they  don't  get  the  vaccine.  Some  of  it  is  probably  related 
to  the  fact  that  they  are  coming  in  to  see  the  doctor  and  they  have 
a  febrile  illness,  and  maybe  it  isn't  an  appropriate  time  to  give  a 
vaccine. 

What  I  want  to  ask  you  is  would  you  be  in  favor  of  tying  the  re- 
ceipt of  welfare  benefits  to  compliance  with  immunization? 

Mr.  Satcher.  Let  me  go  back  because  it  is  important  that  I 
make  one  thing  clear  if  I  misstated  it.  A  child  coming  into  a  doctor 
with  a  fever  is  not  a  reason  not  to  give  a  vaccine.  That  is  one  of 
the  major  things  we  have  been  trying  to  communicate  because  that 
was  one  of  the  causes  of  missed  opportunities,  that  misconception. 

I  believe  that  missed  opportunities — and  it  was,  in  fact,  CDC  re- 
search that  demonstrated  the  missed  opportunities — I  think  there 
are  missed  opportunities  because  of  misinformation,  I  think  there 
are  missed  opportunities  because  the  physician  doesn't  have  the  in- 
formation about  where  the  child  is  on  the  schedule,  and  the  par- 
ents often  don't  know  where  the  child  is,  so  we  miss  opportunities, 
and  our  programs  are  designed  to  deal  with  those. 

And  we  believe  there  are  missed  opportunities  because  of  the  cost 
and  because  physicians  refer  their  patients  out  of  the  office  to  the 
public  clinics.  Many  of  them  never  get  there.  We  think  that  is  an- 
other cause  of  missed  opportunities  is  that  physicians  do  not  feel 
that  they  can  afford  to  give  the  vaccine  in  their  offices  if  they  have 
to  pay  for  it. 

So  I  think  there  are  several  components  of  the  missed  oppor- 
tunity. 

Forgive  me.  Would  you  ask  you  last  question  again? 

Mr.  Ganske.  Would  you  be  in  favor  of  tying  receipt  of  welfare 
benefits  to  compliance  with  immunization?  You  know,  we  need  to 
have  an  immunized  population,  cost  effective 

Mr.  Satcher.  Let  me  say 

Mr.  Ganske.  [continuing]  decrease  in  disease,  which  is  part  of 
the  reason  why  I  am  not  that  concerned  about  turning  this  over  to 
the  States.  Clearly  this  is  one  of  the  few  things  in  medicine,  that 
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practically  everybody  can  agree  is  something  that  we  want  to  spend 
money  on.  There  is  just  no  question  about  the  cost  effectiveness. 

That  is  why  I  feel  very  comfortable  that  State  officials  would 
make  the  same  decision  that  you  or  I  would  make  in  terms  of  put- 
ting this  very  high  on  a  priority  list  for  things  to  use  the  block 
grant  money  for. 

But  you  made  a  statement  before  that  I  fundamentally  disagree 
with.  You  said  the  overall  responsibility  for  immunization  is  the 
Federal  Grovemment's. 

I  think  the  overall  responsibility  for  immunization  lies  with  the 
parents. 

Mr.  Satcher.  I  think  what  I  said  was  if  there  is  any  responsibil- 
ity that  the  Federal  Government  has  it  is  to  protect  the  population 
from  diseases. 

That  doesn't  mean  that  a  way  of  doing  that  is  not  by  working 
and  educating  parents  and  providing  incentives  of  the  kind  that 
you  are  implying. 

Mr,  Ganske.  And  that  is  part  of  your  program. 

Mr.  Satcher.  But  I  am  talking  about  the  oversight. 

Mr.  Ganske.  Yes. 

Mr.  Satcher.  We  support  programs  in  this  country,  by  the  way, 
through  our  317  program.  We  support  programs  where  they  use 
the  kind  of  incentives  that  you  are  describing. 

We  don't  believe  it  is  appropriate  for  the  Federal  Grovemment  to 
introduce  those;  we've  allowed  local  and  State  governments  to  de- 
cide what  incentives  they  use  in  the  317  programs  to  get  people  im- 
munized. 

We  do,  in  fact,  provide  support  for  State  and  local  governments 
that  do  the  kinds  of  things  that  you  are  implying.  Chicago  is  one 
of  them. 

Mr.  Ganske.  Speaking  personally  then,  you  have  no  problems 
with  the  States  setting  up  those  kind  of 

Mr.  Satcher.  No.  States  and  local  governments  decide  that  they 
are  going  to  use  various  strategies  to  get  people  immunized.  I  think 
those  ought  to  be  local  constituents,  and  we  have  seen  some  of 
them  work. 

Mr.  Ganske.  Thank  you. 

Mr.  Klug.  Mr.  Bryant? 

Mr.  Bryant.  Dr.  Satcher,  I  will  just  ask  one  question  because 
I've  been  unable  to  be  here  until  now,  but  with  regard  to  block 
grants  I'm  not  interested  in  all  this  philosophical  mumbo  jumbo 
about  States'  rights  and  so  forth  when  we  are  talking  about  kids 
and  whether  or  not  they  are  going  to  be  vaccinated. 

Is  there  some  cost  savings  that  can  be  achieved  by  having  States 
do  this,  giving  them  a  block  grant,  rather  than  how  we  are  doing 
it  now? 

Mr.  Satcher.  Let  me  confess  that  is  not  an  area  of  our  expertise. 
Let  me  say  we  believe  that  one  of  strengths  of  this  program  is  the 
bulk  purchase  by  the  Federal  Government,  and  the  fact  that  we  in 
fact  are  able  to  provide  opportunities  for  States  to  purchase  the 
vaccines  at  much  lower  costs  than  if  each  State  had  to  individually 
purchase  the  vaccine. 

So  we  believe  one  of  the  strengths  of  the  program — one  of  the 
strengths;  there  are  several — is  in  fact  the  whole  bulk  purchase 
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and  the  Federsd  negotiation.  What  we  do  in  the  Federal  Govem- 
ment  all  the  time,  whether  it  is  bu3ring  airline  tickets  for  Federal 
workers  or  what  have  you,  we  negotiate  on  a  bulk  basis  and  we  are 
able  to  provide  the  vaccine  more  cheaply. 

Also,  we  are  able  to  take  advantage  of  the  Federal  oversight.  I 
don't  think  the  kind  of  expertise  that  you  have  at  CDC  in  Immuni- 
zations you  could  ever  afford  to  recreate  in  every  State.  There  are 
50  States. 

We  don't  believe  we  can  expect  States  to  do  that.  States  don't 
want  to  do  that. 

Mr.  Bryant.  So  they  would  have  to  recreate  here  at  the  State 
level  and  in  effect  duplicate  the  bureaucratic  services  being  per- 
formed at  the  Federal  level  now? 

Mr.  Satcher.  In  many  ways  they  would  have  to  duplicate  exper- 
tise that  is  at  the  Federal  level  in  order  to  carry  out  this  program 
successfully. 

Mr.  Bryant.  That  is  the  cost  question.  Second,  from  the  stand- 
point of  the  children  getting  the  vaccination,  is  there  some  evidence 
somewhere,  in  all  the  literature  and  the  studies  that  have  been 
done,  that  the  kids  would  get  these  vaccinations  in  a  more  efficient 
way,  or  more  kids  would  get  vaccinations  if  we  abandoned  this  pro- 
gram and  gave  it  to  the  States  in  block  grants? 

Mr.  Satcher.  There  is  no  such  evidence. 

Mr.  Bryant.  So  what  we  are  getting  down  to  talking  about  are 
somebody's  ideological  views  about  Federal  versus  States'  rights, 
isn't  that  right? 

Mr.  Satcher.  Again,  that  is  not  an  area  that  I  want  to  get  into. 
I  don't  think  there  is  any  evidence  in  terms  of  what  would  happen 
if  it  went  to  State. 

For  me  it  is  not  a  political  issue.  The  issue  is  how  can  we  best 
assure  that  we  have  the  expertise  in  the  Nation  that  we  need  to 
immunize  children,  and  that  we  don't  have  to  duplicate  that  in  all 
50  States. 

Also,  that  we  have  a  mechanism  for  providing  something  as  criti- 
cal as  vaccines,  which  I  consider  to  be  a  very  good  investment,  by 
the  way,  at  the  most  reasonable  cost  so  that  parents  can  afford  it. 

Mr.  Bryant.  Thank  you.  I  have  no  more  questions. 

Mr.  Klug.  Thank  you. 

Dr.  Cobum? 

Mr.  COBURN.  Thank  you.  Thank  you.  Dr.  Satcher,  for  being  here. 
As  I  ask  these  questions,  it  is  important  that  you  understand  and 
I  understand  both  you  and  I  seek  the  same  goal. 

Is  it  not  a  fact  that  prior  to  the  VFC  program  there  were  two 
ways  for  children  the  get  immunized  who  did  not  have  the  dollars 
available  to  get  immunized,  and  is  it  not  also  a  fact  that  there  have 
not  been,  or  at  least  the  studies  aren't  there  or  you  all  don't  know, 
that  there  has  in  fact,  with  this  tremendous  increase  in  expendi- 
tures, an  increase  in  the  number  of  children  that  have  been  immu- 
nized? 

Mr.  Satcher.  Let  me  say  two  things.  I  don't  really  think  there 
has  been  a  tremendous  increase  in  expenditures  for  the  VFC  pro- 
gram. We  project  that  in  1996,  when  the  program  is  fully  imple- 
mented, there  will  be  approximately  a  12  percent  increase. 
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After  having  implemented  this  VFC  program  with  all  of  the 
changes  that  that  implies  in  terms  of  removing  cost  as  a  barrier — 
and  if  I  forget  some  of  your  other  questions,  you  have  to  help  me, 
but  you  said  there  were  two  ways  for  children  who  could  not  afford 
vaccines  to  get  them.  That  there  were  at  least  two  ways.  One  was 
the  public  health  clinics  and  the  other  one,  I  guess,  you're  talking 
about  Medicaid. 

Mr.  COBURN.  Yes,  sir. 

Mr,  Satcher.  We've  talked  about  that  and  we've  talked  about 
why  we  feel — I  think  this  is  probably  the  fundamental  issue  here 
and  the  issue  that  I  think  GAO — with  all  the  respect  I  have  for 
GAO — I  think  the  fundamental  issue  that  GAO  is  missing  here  is 
that  it  is  important  for  parents  who  have  family  physicians  or  pedi- 
atricians to  be  able  to  get  this  important  primary  care  services  in 
those  offices  and  not  be  referred  to  public  health  clinics. 

I  think  that  is  the  fundamental  point  that  is  being  missed  here. 

Mr.  COBURN.  But  do  you  have  statistics  or  studies  that  show  that 
is  the  reason  we  haven't  achieved  greater  than  90  percent?  Do  you 
have  a  study  that  says  that  is  the  reason? 

Mr.  Satcher.  Let  me  tell  you  the  studies  that  we  have  and  you 
can  decide  whether 

Mr.  COBURN.  Let  me  make  one  other  point.  My  red  light  is  al- 
ready on,  and  I  don't  know  if  that  is  appropriate  or  not. 

In  fact,  you  all  have  several  studies  related  to  this  that  you  have 
not  published.  And'  is  it  not  true  that  you've  only  published  one  out 
of  five  that  have  data  relative  to  vaccines  and  what  you  have  been 
doing? 

Mr.  Satcher,  Let's  talk  about  studies.  There  are  some  studies 
that  CDC  has  done.  Let  me  just  mention  a  few  of  them.  The  Amer- 
ican Academy  of  Pediatrics  has  done  a  study  in  which  they  asked 
their  members,  the  pediatricians  in  this  country — and  you  will  hear 
from  some  of  them  later — is  it  a  problem  for  them  that  patients 
cannot  afford  to  pay  for  the  vaccine.  The  answer  has  been  yes. 

Fifty-five  percent  of  them  said  that  they  in  fact  referred  patients 
away  from  their  offices  to  public  health  clinics,  and,  in  fact  many 
of  them  never  get  to  the  public  hesdth  clinics. 

For  many  parents  it  is  an  ordeal  just  to  get  to  the  doctor,  let 
alone  have  to 

Mr.  CoBURN.  Remember,  I'm  a  family  practitioner,  and  I  have 
that  same  problem,  but  that  is  really  not  where  I  want  to  go  with 
my  time. 

What  I  want  to  know  is  what  have  we  seen  early  in  this  program 
in  terms  of  the  effectiveness  of  this  program  in  immunizing  chil- 
dren that  otherwise  weren't  getting  immunized  before?  That  is 
what  I  want  to  know, 

Mr.  Satcher.  Dr.  Cobum,  I  think  I  know  a  little  bit  about  eval- 
uation and  surveys.  That  is  what  I  did  as  a  clinical  scholar  at 
UCLA, 

I  don't  know  of  any  program  where  you  can  evaluate  the  outcome 
of  a  program  after  8  months  of  implementation.  I  don't  know  how 
anybody  can  do  that  with  a  national  program,  so  I  am  having  trou- 
ble understanding  the  process  by  which,  as  you  are  still  getting 
more  States  involved — we  now  have  40  States  which  are  delivering 
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vaccines  to  private  physicians.  All  States  are  delivering  the  vac- 
cines to  public  clinics. 

I  don't  see  how  in  the  worid  at  this  point  in  time  we  could  an- 
swer the  question  that  you  are  asking. 

Mr.  Klug.  Dr.  Cobum,  I  do  not  want  to  interrupt,  but  your  time 
has  expired.  I  would  like  to  give  Mr.  Franks  an  opportunity. 

Mr.  Franks.  Thank  you  very  much,  Mr.  Chairman.  I  will  be  very 
brief  since  we  do  have  a  vote  going  on. 

I  would  like  to  follow  up  on  an  earlier  question.  Could  you  give 
us  any  idea  as  to  what  kind  of  incentives  and/or  penalties  that  you 
would  see  as  being  appropriate  to  help  ensure  that  children  are 
being  vaccinated? 

I  know  you  tried  to  avoid  this  question,  but  I  think  it  is  a  very, 
very  critical  one,  because  we've  seen  a  number  of  pieces  of  legisla- 
tion that  have  been  put  forth  by  Democrats  and  Republicans  on 
this  issue  tying  not  just  benefits,  but  for  the  most  part  benefits,  to 
a  person  having  their  children  vaccinated. 

Mr.  Satcher.  We've  seen  different  examples  of  incentives  and 
penalties. 

Mr.  Franks.  I  would  like  you  to  tell  me  those  examples  and  give 
me  your 

Mr.  Satcher.  I  believe  Congressman  Ganske  asked  about  the 
WIC  program.  He  talked  about  Welfare,  especially  the  WIC  pro- 
gram and  access  to  that  program,  being  dependent  upon  parents 
demonstrating  that  their  child  has  been  immunized. 

I  think  it  has  been  shown  that  program 

Mr.  Franks.  That  is  something  you  would  favor? 

Mr.  Satcher.  We  support  States  and  local  governments.  As  long 
as  the  community  was  comfortable  with  it  as  a  program,  as  I  said, 
we  would  support  it.  That  is  why  we  try  to  leave  those  kinds  of 
strategies  to  the  local  and  State  levels. 

If  you  are  talking  about  penalties,  obviously  No.  1  that  jumps  out 
at  you  is  the  one  that  says  if  your  child  has  not  been  immunized 
in  some  areas  by  the  time  they  are  ready  to  go  to  school  they  can't 
go  to  school. 

So  that  penalty  is  an  effective  one  for  the  one  thing,  for  saying 
if  the  State  requires  these  four  vaccines  to  get  into  school,  and  if 
your  child  doesn't  have  them,  you  can't  go  to  school.  The  penalty 
have  been  effective. 

Mr.  Franks.  And  will  it  also  show  that  managed  care  providers 
have  done  a  better  job  at  this  than  bthers? 

Mr.  Satcher.  CDC  is  working  very  closely  with  managed  care 
providers.  We  have  invested  several  million  dollars  in  looking  at 
the  role  of  managed  care  providers  in  prevention. 

I've  detailed  a  full-time  person  in  my  office  just  to  look  at  the  re- 
lationship with  managed  care  providers  and  how  that  relationship 
can  expedite  prevention. 

It  is  still  early  to  answer  that  question.  One  reason,  a  lot  of  the 
managed  care  programs  do  not  have  the  full  spectrum  of  children 
enrolled  in  terms  different  economic  areas,  but  I  think  we  will  be 
able  to  answer  that  question  later  on.  It  is  too  early  now. 

Mr.  Franks.  Will  you  define  it  for-profit  managed  care  and  not- 
for-profit  managed  care? 

Mr.  Satcher.  We  can. 
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Mr.  Franks.  Do  you  see  that  as  being  relevant? 

Mr.  Satcher.  I  think  it  is  a  relevant  question.  I  think  we  will 
be  able  to  do  that  in  time  because  we  are  investing  in  those  kinds 
of  studies. 

Mr.  Klug.  Dr.  Satcher,  we  have  a  vote.  We  will  give  you  some 
time  to  stretch  while  we  go  vote.  Both  myself  and  Dr.  Cobum  and 
several  other  members  still  have  a  few  more  questions  for  you.  If 
you  would  please  stay,  and  we  will  recess  and  try  to  get  going 
again  at  1:55. 

[Brief  recess.] 

Mr.  Klug.  We  are  going  to  resume.  Dr.  Satcher,  again  I  would 
like  to  thank  you  for  staying  around  because  we  have  members 
with  more  questions,  and  Congressman  Wyden  is  going  to  try  to 
get  back  here  if  he  can. 

One  of  the  things  I  want  to  follow  up  on  is  the  GAO  report,  an 
estimation  by  the  General  Accounting  Office  that  10  percent  of  the 
cost  of  the  program  at  this  point  actually  went  to  administrative 
overhead.  Do  you  agree  with  that  conclusion? 

Mr.  Satcher,  The  figures  that  were  used  I  believe  were  $365 
million  for  vaccine  and  $37  million  for  administration. 

From  our  figures — and  we  need  to  be  able  to  talk  to  GAO  about 
that — we  have  different  figures  in  terms  of  what  has  been  actually 
expended  for  vaccines  and  what  has  been  expended  for  administra- 
tion. 

Let  me  say  it  is  very  early  in  the  program,  so  I  must  admit  that 
we  don't  feel  we've  had  enough  time  to  look  at  what  the  adminis- 
trative costs  ultimately  are  going  to  be. 

We  think  that  they  are  moving  in  the  right  direction,  but  we 
think  we  can  make  progress  in  that  whole  issue  of  management 
and  accountability. 

Mr.  Klug.  Congressman  Wyden's  point,  based  on  the  Wall  Street 
Journal,  is  that  there  is  now  a  review  going  on  generally  of  the 
CDC  into  the  cost  of  administration  and  overhead.  Is  that  accu- 
rate? 

Mr.  Satcher.  Yes,  that  is  accurate.  You  are  putting  me  in  the 
position,  I  think,  or  Congressman  Wyden  was  putting  me  in  a  posi- 
tion of  defending  myself.  I  don't  like  to  do  that.  I  think  my  adminis- 
trative abilities  are  pretty  well  known  and  proven. 

The  problem  at  CDC  is  a  problem  that  took  place  in  1992  and 
1993.  We  have,  probably  more  than  any  Federal  agency  I  would 
say,  CDC  has  probably  done  a  better  job  of  streamlining;  a  15  per- 
cent reduction  in  the  employees  over  the  last  2  years  from  7,500 
to  6,500.  We  have  been  more  creative  in  terms  of  reorganizing  pro- 
grams at  CDC. 

So  I  think  Congressman  Wyden  misinterpreted  the  Wall  Street 
Journal  article.  The  head  of  the  Office  of  Personnel  Management, 
Ron  Brooks,  said  very  clearly  these  problems  were  created  in  the 
past;  CDC  is  making  great  progress  in  solving  them. 

That  puts  me  in  a  position  of  defending  myself.  I  know  that  is 
not  my  purpose  for  being  here. 

Mr.  Klug.  I  understand.  We  are  now  going  to  pass  around  to  the 
members  of  the  committee  documents  prepared  by  the  administra- 
tion which  document  the  number  of  CDC  employees  who  attended 
the  Annual  Immunization  Conference  which  was  held  at  the  Cen- 
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tury  Plaza  Hotel  in  Beverly  Hills,  California;  238  CDC  employees 
attended  this  conference  last  month  for  a  total  of  just  over  $1  mil- 
lion. 

Anything  wrong  with  Atlanta  as  a  location  for  a  meeting  and 
perhaps  a  little  less  ostentatious  quarters? 

Mr.  Satcher.  Let  me  say  two  things.  One,  why  the  conference 
was  held  in  Los  Angeles.  It  was  held  in  Los  Angeles  because  we 
felt — No.  1,  in  terms  of  facilities,  we  wanted  to  attract  a  lot  of  peo- 
ple who  were  working  at  the  grassroots  level  with  immunization  to 
work  through  problems,  to  solve  problems  together.  It  is  an  out- 
come of  our  outreach  program.  I  think  people  have  done  an  excel- 
lent job  of  getting  people  throughout  the  country  involved  in  this 
effort,  regarding  some  of  the  problems  that  you  mentioned  like  par- 
ents and  provider  communication. 

So  we  needed  a  large  facility  because  we  expected  almost  2000 
people.  Los  Angeles  provided  that  facility,  they  gave  us  the  lowest 
cost,  they  gave  us  the  Government  rate;  I  believe  $89  for  this  facil- 
ity. This,  by  the  way,  is  the  same  facility  where  the  National  Edu- 
cation Association  held  its  meeting  2  months  ago.  They  asked  me 
to  come  and  talk  about  violence,  which  is  why  I  know. 

This  was  not  a  resort.  It  was  not  a  beachfront  hotel.  It  was  a 
hotel  that  could  handle  a  large  number  of  people,  but  we  also  chose 
Los  Angeles  for  another  reason. 

Historically,  Los  Angeles  and  Southern  California  have  been 
plagued  with  high  levels  of  morbidity  and  mortality  from  vaccine 
preventable  diseases. 

As  vou  know,  during  the  1989-91  resurgence  of  measles,  the  pre- 
school outbreak  in  Los  Angeles  was  the  largest  in  the  post  vaccine 
era.  We  wanted  to  attract  a  large  number  of  people  from  Los  Ange- 
les and  Southern  California.  It  turned  out  that  we  attracted  almost 
five  times  more  people  from  that  area  that  we  had  the  year  before 
when  we  had  it  in  Charlotte. 

There  were  two  things  happening  here.  We  expected  more  people 
because  of  the  outreach  program.  Also,  we  wanted  to  have  it  in  Los 
Angeles,  we  wanted  to  attract  people  from  that  area  where  we  have 
the  greatest  problem  in  this  regard. 

Let  me  go  further  and  say  to  you,  because  I  don't  want  to  be  dis- 
honest, I  believe  we  have  to  look  at  that.  I  believe  we  have  to  look 
at  the  way  we  do  conferences  and  whether  or  not — especially  in  the 
age  of  distance  learning — I  don't  think  we  can  be  satisfied  to  bring 
almost  2,000  people  together  and  to  pay,  as  you  say,  $1  million. 

Even  if  we  think  investment  in  terms  of  the  role  that  CDC  peo- 
ple played  at  that  conference  and  the  workshops  and  things  like 
that,  and  the  participation  was  a  good  investment,  but  I'm  inter- 
ested in  finding  better  ways  to  do  it,  and  I  believe  we  can. 

Mr.  Klug.  Did  the  money  that  paid  for  that  trip  come  out  of 
funds  which  are  normally  used  to  purchase  vaccines  for  kids? 

Mr.  Satcher.  No,  it  came  from  the  317  program  which  is  set  up 
to  do  things  like  I  mentioned  to  you  earlier  in  terms  of  helping  to 
strengthen  State  programs.  That  is  why  so  many  people  came. 

Mr.  Klug.  You  said  specially  earlier  today  that  was  one  of  the 
programs  you  were  pointing  to  with  pride  in  helping  to  immunize 
kids. 

Mr.  Satcher.  Yes. 
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Mr,  Klug.  If  we've  got  a  problem  in  this  country  with  children 
who  come  primarily  from  poor  areas  getting  vaccinated,  that  is 
money  you  took  out  of  their  vaccination  program,  and  I  don't  think 
you  find  a  lot  of  those  kind  of  kids  in  Beverly  Hills. 

Mr.  Satcher.  We  found  a  lot  of  people  from  throughout  the  coun- 
try who  worked  with  those  kids  who  attended  that  meeting  because 
they  had  been  involved  with  outreach  programs  to  strengthen  at 
the  local  and  State  level. 

We  can  talk  a  lot  about  Beverly  Hills,  but  this  particular  hotel 
is  known  for  its  expertise  in  running  large  conferences,  and  we 
paid  a  rate  there  that  we  would  probably  pay  in  Madison,  Wiscon- 
sin in  order  to  have  this  conference. 

We  would  not  have  been  there  if  we  could  not  have  gotten  that 
rate.  It  is  not  a  resort  area,  it  is  not  on  a  beachfront.  There  is  not 
a  lot  else  to  do  when  you  attend  a  conference  at  Century  Plaza. 

Mr.  Klug.  And  let  me  get  this  right.  This  is  some  seat  of  the 
pants  arithmetic,  but  at  $1  million,  our  costs  show  that  could  vac- 
cinate approximately  13,500  children.  Do  you  think  that  is  a  better 
way  to  spend  the  money? 

Mr.  Satcher.  It  depends  how  many  children  get  vaccinated  be- 
cause of  the  conference,  and  I  think  the  people  who  came  to  that 
conference  are  people  who  are  committed  to  helping  children  get 
vaccinated  by  working  with  parents,  working  with  school  systems, 
working  with  nurses,  working  with  physician  assistants  and  pro- 
viders to  try  to  get  the  kind  of  things  you  talked  about  earlier  in 
terms  of  what  are  some  of  the  real  barriers  other  than  costs.  And 
they  are  motivating  parents,  educating  parents,  mobilizing  commu- 
nities around  immunization  programs. 

So  I  would  have  to  compare  the  outcome  in  terms  of  the  people 
who  have  made  the  commitment.  Many  of  them  are  volunteers,  by 
the  way,  who  are  willing  to  walk  the  streets. 

I  remember  going  with  some  of  them  to  tenement  houses  in  Har- 
lem. They  would  go  in  and  sit  down  with  parents,  go  over  immuni- 
zation schedules  and  talk  about  why  it  was  so  important. 

Many  of  these  people  are  committed.  They  volunteer,  and  they 
attended. 

But  having  said  all  that,  I  believe  that  there  is  probably  a  better 
way  we  can  do  it,  and  we  will  look  for  it. 

Mr.  Klug.  The  Wall  Street  Journal  article  indicates  that  you 
have  a  number  of  workers  on  your  staff  that  have  no  direct  connec- 
tion to  the  Agenc/s  primary  mission. 

You  have  a  travel  agency  inhouse? 

Mr.  Satcher.  There  is  SATO.  I'm  sorry  I  don't  know  all  of  the 
details  of  that,  but  when  the  Government  contracts  for  travel  for 
its  employees,  there  is  a  travel  agency  that  is  selected,  and  then 
there  is  an  airline  every  year  that  is  selected  as  a  primary  airline. 

I  believe  the  SATO  offices  are  in  fact  a  part  of  CDC. 

Mr.  Klug.  As  somebody  who  is  very  interested  in  privatization, 
if  the  Wall  Street  Journal  article  is  accurate,  and  you  have  folks 
on  your  payroll  who  specialize  in  doing  travel  and  architects 

Mr.  Satcher.  We  have  a  lot  of  people  who  travel  at  CDC,  not 
only  within  the  country 

Mr.  Klug.  Obviously  to  the  conference. 
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Mr,  Satcher.  But  also  to  Zaire  to  stop  an  epidemic  before  it  gets 
to  this  country.  Travel  is  a  very  important  part  of  what  CDC  does. 

Mr.  Klug.  Doctor,  obviously  I  am  not  going  to  be  in  a  position 
where  I'm  going  to  tell  you  you  shouldn't  send  people  to  Africa  to 
track  the  Ebola  outbreak  and  possible  implications  not  only  for 
health  in  Africa,  but  the  States,  but  in  my  mind,  when  we've  been 
fighting  all  morning  about  the  most  effective  way  to  spend  money 
on  children's  vaccination  programs,  I  guess  I  would  rather  see  the 
million  dollars  go  to  the  vaccination  program. 

Mr.  Satcher.  I  am  not  going  to  disagree  with  you  because  I  am 
not  going  to  say  that  we  could  not  have  done  a  better  job  with  that. 

Before  I  have  a  chance  to  look  at  all  the  details  of  it,  because  if 
you  were  to  ask  me  today  if  I  thought  that  I  could  improve  upon 
that,  I  believe  so,  and  I  am  going  to  find  a  way  to  do  it. 

Mr.  Klug.  Let  me  also  indicate  for  the  record  and  then  I  will 
turn  to  my  colleagues,  this  is  a  letter  we  have  actually  pending 
with  the  Agency  for  a  number  of  financial  records  we've  requested, 
including  some  of  the  numbers  that  were  outstanding  that  GAO 
made  reference  to  earlier  today. 

You've  done  a  very  good  job  testifying  with  us  today,  and  it  is 
my  hope  that  we  will  get  a  response  to  the  rest  of  the  questions. 

[The  letter  referred  to  follows:] 

U.S.  House  of  Representatives, 

Committee  on  Commerce, 
Washington,  DC,  June  12,  1995. 
Dr.  Walter  Orenstein 

Director,  National  Immunization  Program,  Centers  for  Disease  Control  and  Preven- 
tion, 1600  Clifton  Road,  N.E. 
Atlanta,  GA. 

Dear  Dr.  Orenstein:  This  letter  concerns  the  Commerce  Committee's  interest  in 
the  total  amount  of  expenditures  associated  with  VFC-related  operations  (whether 
(Urect  or  indirect  and  whether  provided  under  VFC,  317,  discretionary,  travel,  or 
other  HHS  appropriations).  We  would  like  you  to  provide  us  with  information  on: 
(1)  VFC  program-related  expenditures  for  FY  '94  and  '95;  and  (2)  the  federal  and 
states'  expenditures  associated  with  the  29th  Nationsd  Immunization  Conference 
held  in  Los  Angeles  from  May  15-19,  1995 

VFC  program  related  expenditures 

On  April  4,  1995,  your  staff  provided  each  immunization  project's  FY95  budgetary 
allotment  for  VFC  distribution,  operations,  ordering,  and  vaccine.  In  order  to  under- 
stand how  VFC  funds  have  been  expendea  so  far,  we  would  also  like  you  to  identify 
any  other  HKS  costs  or  expenditures  associated  with  implementing  or  operating 
VFC  that  have  been  incurred  outside  these  projects'  budgets  for  FY  '94  and  '95. 

"Other  HHS  costs  or  expenditures  associated  with  VFC"  would  include  costs  of 
HHS  staff  time  associated  with  VFC  operation,  implementation,  legal  matters  or 
contract  negotiation,  whether  incurred  by  CDC,  HCFA,  PHS,  or  other  HHS  units. 
We  are  also  requesting  HHS  expenditures  or  obligations  associated  with  any  VFC- 
related  travel,  training,  contracts,  equipment  or  interagency  agreements  and  the 
amounts  of  any  disbursements  to  states  or  immunization  projects,  other  than  those 
covered  in  the  WC  project  accounts  mentioned  above,  that  are  wholly  or  partially 
attributable  to  VFC. 

Specific  examples  of  such  expenditures  would  include  expenses  for  any  meetings 
held  wholly  or  partially  for  the  purpose  of  planning,  implementing,  or  operating 
VFC,  such  as  the  VACMAN  computer  software  uses'  conference,  meetings  with  im- 
munization project  officials,  and  relevant  portions  of  the  2Sth  and  29th  National  Im- 
munization Conference.  Your  reply  should  also  include  the  costs  of  associated  con- 
tracts with  Batelle,  the  Logistics  Management  Institute,  the  Center  for  Health  Pol- 
icy Studies,  Mercer  Management  Consulting,  and  the  development  of  any  computer 
system  to  develop  state  wide  immunization  registries,  among  others.  To  the  extent 
that  such  expenoitures  are  only  partially  attributable  to  VFC,  please  estimate  the 
portion  of  expenditures  or  activities  directed  to  VFC. 
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In  addition,  please  supply  the  total  FY95  operating  budget  for  NIP,  and  each  of 
the  programs  it  administers  (e.g.,  317,  VFC),  so  that  we  may  separately  estimate 
NIP's  VFC-related  overhead  as  a  percentage  of  the  NIP  operating  budget.  Also, 
please  specify  the  total  amount  of  funds  spent  on  development  of  a  distribution  sys- 
tem under  GSA.  We  would  also  like  to  know  the  total  amount  of  federal  funds  allo- 
cated to  each  state  and  the  amount  spent  so  far  on  distributing  VFC  vaccines  by 
each  state. 

FEDERAL  EXPENSES  RELATED  TO  THE  29TH  NATIONAL  IMMUNIZATION  CONFERENCE 

With  respect  to  the  29th  National  Immunization  Conference  recently  held  in  Los 
Angeles,  we  would  like  information  on  the  number  and  level  of  CDC  staff  in  attend- 
ance, their  transportation  costs,  length  of  attendance,  and  per  diem  expenses  as  con- 
trasted to  the  same  information  for  the  28th  National  Immunization  Conference.  In 
addition,  please  provide  information  on  all  federal  costs  associated  with  the  meet- 
ing— to  include  rental  of  hotel  meeting  rooms,  transportation  provided  for  meeting 
attendees,  registration  services,  travel  grants  to  non-federal  attendees,  speakers' 
fees,  catering,  etc. — as  contrasted  to  similar  expenses  for  the  previous  year's  meet- 
ing. To  the  extent  possible,  please  also  identify  the  amounts  and  sources  of  funds 
state  immunization  personnel  used  to  attend  the  meeting  (i.e.,  LAP  grants,  VFC  op- 
erations, other  federal  funds,  or  non-federal  funds). 

In  addition,  we  would  like  you  to  provide  us  total  expenditures  associated  with 
Random  Digit  Dialing,  as  well  as  the  National  Health  Interview  Survey  for  monitor- 
ing immunization  rates,  and  the  source  of  their  funding. 

We  would  like  your  response  to  this  request  by  Tuesday,  June  13,  1995. 
Sincerely, 

Thomas  J.  Bliley,  Jr., 
Chairman,  Committee  on  Commerce. 

Mr.  Satcher.  We  plan  to  provide  you  all  the  information.  The  in- 
formation that  you  have  not  received  from  us  that  you've  re- 
quested, if  it  is  available  we  will  get  it  to  you.  I  guarantee  you  that. 

[Information  not  received  at  time  of  publication.] 

Mr.  Klug.  Thank  you  very  much.  Again,  I  know  some  of  my  col- 
leagues had  questions  that  were  pending  when  we  left.  Dr.  Cobum, 
can  I  go  to  you  and  then  to  Mr,  Frank. 

Mr.  COBURN.  Thank  you. 

I  just  have  one  other  question  for  you.  Does  the  CDC  have  data 
that  shows  children  who  are  seen  in  the  doctor's  office  who  are 
then  referred  to  a  317  clinic,  funded  clinic,  and  do,  in  fact,  not  get 
significant  quantities  of  immunizations  as  recommended  by  the 
physicians?  Do  you  have  a  study  that  shows  that? 

And  do  you  have  a  study  that  shows  that  has  now  improved? 

Mr.  Satcher.  I  think  what  has  happened  with  the  VFC  program, 
I  think  it  is  much  too  early  to  evaluate  the  outcome  of  it,  especially 
since  it  is  not  fully  implemented. 

But  let  me  say  that  we  do  have  studies  that  we  think  show  that, 
and  let  me  just  give  you  one  example  because  you  might  debate 
that. 

We  have  studies  showing  that  for  an  uninsured  child  who  may 
be  sent  from  a  physician,  and  you  track  them  and  see  if  they  get 
the  vaccine  and  when  they  get  it.  I  think  we  have  studies  showing 
both,  that  the  time  in  which  a  child  that  is  insured  and  gets  a  vac- 
cine is  anywhere  from  4  to  6  months  earlier  than  a  child  that  is 
uninsured. 

Mr.  COBURN.  That  is  different  than  the  question  that  I  asked 
you. 

Mr.  Satcher.  We  are  talking  about  fully  vaccinated  by  the  age 
of  two. 
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Mr,  COBURN.  What  I'm  trying  to  get  to  is  I'm  not  sure  that  the 
problem  that  was  identified  that  started  the  VFC  and  the  program 
was  a  real  problem.  That  is  why.  Even  though  I  know  I  had  dif- 
ficulty with  parents  under  the  old  system,  making  sure  that  they 
got  vaccinated,  I'm  not  sure  that  there  is  a  study  that  says  that 
there  is  a  difference  in  terms  of  how  we  are  trjdng  to  deliver  this 
now  versus  what  we  were  delivering  them  if,  in  fact,  there  was  a 
significant  difference  in  the  number  of  children  that  were  immu- 
nized who  were  referred  to  the  health  department. 

Mr.  Satcher.  I'll  say  two  things.  Dr.  Coburn.  No.  1,  one  of  the 
things  we  are  doing,  we  trust  the  States  and  we  trust  the  providers 
and  we  trust  the  provider  organizations.  You  are  going  to  hear 
from  some  of  them  later  and  they  will  give  you  specific  examples 
and  I  am  confident  that  this  program  speaks  to  a  problem  in  get- 
ting children  immunized. 

We  have  our  studies  but  they  probably  have  something  better 
than  our  studies.  You  know,  they  have  the  experience  of  their 
members,  they  have  their  own  experience  running  a  State  program 
like  Dr.  Smith,  and  I  believe  it  is  consistent  with  what  we  are  say- 
ing. 

Mr.  Coburn.  Okay,  thank  you  very  much. 

Mr.  Klug.  Mr.  Bryant,  do  you  have  any  questions? 

Mr.  Bryant.  Yes. 

Dr.  Satcher,  I  guess  my  question  really  is  for  the  chairman  of  the 
committee.  I  was  wondering,  did  the  committee  pay  to  have  these 
pictures  made  and  blown  up? 

Mr.  Klug.  GAO  did. 

Mr.  Bryant.  Did  you  ask  them  to  do  it? 

Mr.  Klug.  Yes,  sir. 

Mr.  Bryant.  How  much  did  it  cost  to  have  these  four  pictures 
made  and  blown  up? 

Mr.  Klug.  I  don't  know  but  we  will  find  out  that  information  for 
you. 

Mr.  Bryant.  Please  get  it  to  us  immediately.  It  is  critically  im- 
portant to  the  future  of  the  health  care  of  the  American  people  that 
I  have  that  information. 

Mr.  Satcher.  You  know,  I  spent  7  years  working  very  closely 
with  organizations  like  the  Brotherhood  Crusade.  For  some  reason, 
every  year,  the  Brotherhood  Crusade  had  their  fundraiser  at  that 
same  hotel  because  they  got  good  rates  and  they  got  a  lot  of  sup- 
port. 

Mr.  Bryant.  I  hesitate  to  dignify  what  I  view  as  an  outrageous 
attempt  to  draw  the  public's  attention  away  from  what  your  Agen- 
cy does  by  spending  money  on  these  things  but  I  guess  I  would  like 
to  ask  you  for  the  record,  is  this  hotel  extraordinarily  expensive  rel- 
ative to  other  places  where  you  might  have  had  this  meeting? 

Mr.  Satcher.  We  paid  $89  per  night. 

Mr.  Bryant.  $89  a  night? 

Mr.  Satcher.  Yes.  That  was  the 

Mr.  Cordero.  We  paid  what  is  the  per  diem  rate.  This  was  the 
only  hotel  that  would  give  us  the  rate. 

Mr.  Bryant.  So  regardless  of  these  pictures  and  regardless  of 
where  it  might  have  taken  place,  you  have  a  certain  limit  on  what 
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you  can  spend  as  a  Federal  agency  and  you  didn't  exceed  that 
limit,  is  that  correct? 

Mr.  Satcher.  No.  They  gave  us  the  government  rate  for  that 
area. 

Mr.  Bryant.  Very  well. 

Mr.  Satcher.  In  fact,  it  is  a  better  rate  than  I  get  here  in  Wash- 
ington when  I  stay  at  the  Holiday  Inn. 

Mr,  Bryant.  So  if  the  chairman  of  this  subcommittee  and  the 
staff  of  this  subcommittee  had  come  to  you  ahead  of  time  and 
asked  you  that  question,  they  could  have  saved  the  money  they 
wasted  making  these  big  blowups  to  come  in  here  and  try  to  em- 
barrass you  today.  That's  the  way  it  appears  to  me.  I  won't  ask  you 
to  answer  that  question  but  that  is  pretty  obvious  that  they  could 
have,  had  they  been  willing  to  come  ask  you  that  question  in  ad- 
vance, instead  of  trying  to  sandbag  you  with  these  pictures,  they 
could  have  saved  whatever  money  it  took  this  subcommittee  to  pay 
for  taking  these  pictures  and  probably  a  lot  more  in  order  to  get 
just  the  right  one,  and  then  have  them  blown  up. 

I  would  just  like  to  say  that  I  think  in  view  of  the  great  work 
your  Agency  does  and  the  enormous,  frightening  problems  that  you 
are  facing,  the  ebola  virus  and  everything  else,  that  to  take  the 
time  of  this  committee  and  to  take  the  time  of  the  American  people 
and  all  the  people  in  this  room  with  in  my  view  a  crude  diversion 
like  this  is  an  outrage  and  I  am  sorry  that  you  had  to  sit  through 
it. 

I  yield  back  my  time. 

Mr.  Klug.  Thank  you. 

Mr.  Greenwood? 

Mr.  Greenwood.  I  would  like  to  participate  some  more  in  the 
crude  diversion.  Primarily  because,  contrary  to  the  previous  speak- 
er, if  Members  of  Congress  don't  question  Federal  agencies  about 
travel  and  conferences,  clearly  no  one  will.  And  if  anybody  thinks 
that  excessive  moneys  are  not  spent  in  this  town  for  travel  and 
conferences,  they  are  out  of  touch. 

I  wasn't  going  to  do  this,  but  now  I  sort  of  feel  compelled  to  a 
little  bit.  $89  a  day  for  a  room  doesn't  sound  like  a  lot  of  money 
but  what  does  sound  like  a  lot  of  money,  if  the  information  staff 
has  given  me  is  correct,  is  that  the  CDC  also  paid  several  hundred 
thousand  dollars  to  the  hotel  to  augment  the  room  fee;  isn't  that 
right?  Wasn't  there  $700-  or  $800,000  that  was  paid  additionally 
to  the  hotel? 

Mr.  Satcher.  To  augment  the  room?  I'm  sorry,  I  am  missing 
something. 

Mr.  Greenwood.  For  services  for  all  of  the  conference.  In  other 
words,  when  you  arrange  a  conference,  you  negotiate  what  your  fee 
is  going  to  be  for  each  of  the  participants  for  their  rooms  and  then 
you  also  negotiate  a  fee  to  pay  for  everjrthing  else  that  you  get  in 
the  hotel. 

Mr.  Satcher.  All  of  those  things  were  looked  at  in  selecting  this 
hotel  in  terms  of  whether  they  could  provide  the  services  and  how 
it  compared  with  other  places.  I  was  just  looking  at  some  of  the 
places,  I  don't  have  it  in  front  of  me  now,  but  we  considered  St. 
Louis,  Denver,  San  Diego,  Dallas,  Phoenix  and  several  others  in 
terms  of  having  this  conference  and  comparing  hotels. 
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Mr.  Greenwood.  Didn't  this  conference  cost  you  three  times 
what  the  conference  had  cost  you  before? 

Mr.  Satcher.  The  year  before  we  had  700  people.  I  believe  at 
this  conference  we  had  about  1,700  and  one  of  the  major  goals  of 
the  conference  was  in  fact  to  get  more  people  there  who  were  work- 
ing at  the  grassroots  level. 

Mr.  Greenwood.  Who  decides  how  many  folks  from  Central  Of- 
fice get — is  there  a  right  number  of  people  to  send  to  the  con- 
ference? According  to  our  notes  here,  127  people  from  Central — 
from  Headquarters  staff  were  out  there.  Frankly,  if  you  told  me 
there  were  127  Headquarters  working  on  this  whole  program  I 
would  be  astonished  at  that  alone,  to  know  that  127  of  them  were 
necessary  to  go  out  to  a  conference. 

Mr.  Satcher.  Let  me  say,  my  staff  tells  me  that  there  were  no 
extra  charges  for  meeting  rooms  at  the  Century  Plaza.  That  is  get- 
ting back  to  an  earlier  point,  but  let  me  get  to  the  other  point  in 
terms  of  the  people  who  attended  this  conference  where  there  were 
about  1,700  people  in  attendance  who  work  at  the  grassroots  levels 
in  immunization. 

At  least  90  of  the  CDC  people  were  presenters  at  the  conference. 
I  believe  at  least  50  of  them  were  new  employees  in  the  immuniza- 
tion program  because  as  we  cut  other  CDC  programs,  we  have  in- 
creased the  size  of  the  immunization  program.  So  some  of  them 
were  new  and  we  felt  they  needed  to  go  to  this  conference  and  they 
needed  to  interact  with  people  they  were  going  to  be  working  with. 

I  can  justify  it  but,  in  all  fairness,  and  I  am  not  sure  even  my 
staff  will  like  this 

Mr.  Greenwood.  And  it's  176  people. 

Mr.  Satcher.  If  you  say  to  me,  you  need  to  look  at  this.  Dr. 
Satcher,  and  see  if  there  is  a  better  way  to  do  it,  I  would  say  I 
agree. 

Mr.  Greenwood.  How  many  folks  do  you  have  working  in  this 
program  at  CDC? 

Mr.  Satcher.  The  number  of  people  working  in  the  National  Im- 
munization Program  is  about  300? 

Mr.  Cordero.  a  little  over  300  including  headquarters. 

Mr.  Greenwood.  Does  that  include  field  staff? 

Mr.  Cordero.  Yes,  sir. 

Mr.  Greenwood.  That  includes  clerical  staff? 

Mr.  Cordero.  Yes,  sir. 

Mr.  Greenwood.  So  you  have  about  300  people  and  you  took  238 
of  them  to  the  conference? 

Mr.  Satcher.  A  lot  of  the  people  didn't  come  from  CDC.  I  want 
to  make  that  clear. 

Mr.  Greenwood.  No,  I  understand  that,  but 

Mr.  Satcher.  They  were  located  in  Los  Angeles  and  other  parts 
of  California. 

Mr.  Greenwood.  But  176  of  your  Headquarters  staff  and  62  of 
your  field  staff,  which  is  238  out  of  300  staff  people,  went  to  this 
conference.  It  would  seem  to  me  that  if  you  subtracted  the  people 
who  were  clearly,  simply  support  and  clerical,  have  nothing  to  do 
with  programs,  it  sounds  like  you  took  everybody. 

Mr.  Satcher.  It  is  the  major  immunization  conference  in  the 
country  during  the  year.  It  is  the  No.  1  conference. 
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Mr.  Greenwood.  But  nobody  sends  everybody  on  their  staff  to 
the  conference. 

Mr.  Satcher.  No,  I  agree,  we  don't. 

Mr.  Greenwood.  And  especially  when  the  average  stay  was  6  or 
7  days, 

Mr.  Satcher.  I  don't  think  it's  appropriate  to  send  everybody 

Mr.  Greenwood.  You  did. 

Mr.  Satcher.  I  don't  think  we  sent  everybody.  But  I  think 

Mr.  Greenwood.  I'll  bet  you  you  sent  virtually  everybody  who 
wasn't  a  typist. 

Mr.  Satcher.  Let  me  say  what  I  will  say.  Ninety  people  had 
presentations  before  these  1,700  attendees  and,  as  I  said  before, 
there  were  at  least  40  to  50  people  who  were  new  to  the  program 
and  still  learning  and  needed  to  be  at  this  conference  in  terms  of 
sharing  and  getting  to  know  the  people  they  were  working  with. 

So  I  think  we  can  "justify"  this  if  people  ask  us  to  do  it.  I  don't 
know  how  much  time  you  want  to  spend  on  that.  We  can  justify 
it. 

But  at  the  same  time,  if  you  said  to  me — ^if  you  think  you've  got 
a  better  way  to  do  this,  if  you've  got  technology,  you've  got  distance 
learning,  I  would  say  we  continue  to  look  for  better  ways  to  do  con- 
ferences. 

I  mentioned  that  we  educated  about  15,000  physicians  and 
nurses  in  immunization.  We  were  able  to  use  satellite  downlinks. 
I  don't  think  we  could  have  done  that  with  this  conference  but  we 
did  find  a  very  innovative  way  to  reach  people  who  are  busy  work- 
ing in  their  offices.  So  we  are  looking  at  ways  to  improve  not  just 
CDC.  We  are  working  with  other  parts  of  the  government,  we  are 
working  with  academia,  public  health — state  public  health  officers 
and  finding  out  how  we  can  do  a  better  job  of  communicating  with- 
out coming  together  in  one  city. 

Mr.  Greenwood.  Thank  you.  By  the  way,  the  hotel  just  called 
and  said  they  are  going  to  cover  the  cost  of  reproduction  for  the 
free  advertising. 

Mr.  Klug.  Let  me  recognize  Mr.  Waxman  who  will  stand  up  for 
the  workers  in  the  hotel  who  live  in  his  district. 

Mr.  Waxman.  I  was  surprised  to  come  in  and  see  these  blown- 
up  photos  of  one  of  the  fine  hotels  in  my  district.  We  take  a  great 
deal  of  pride  in  hosting  a  number  of  events.  In  fact,  many  of  the 
members  of  this  committee  have  been  flown  out  to  the  district,  to 
many  of  these  hotels  in  my  district,  the  Beverly  Wilshire,  the  Bev- 
erly Hills,  the  Century  Plaza  Hotel,  usually  at  the  expense  of  some 
lobbying  organization  that  invited  them  to  come  and  give  some 
speeches. 

I  do  recommend  these  hotels,  they're  very  good,  and  the  sun  usu- 
ally shines  in  Los  Angeles  so  it  is  a  good  place  for  a  meeting. 

Mr.  Klug.  Thank  you,  Mr.  Waxman.  There  will  be  brochures 
handed  out  at  the  back  of  the  room  as  we  leave. 

Mr.  Greenwood.  Mr.  Chairman? 

I  understand  that  Mr.  Waxman  would  recommend  the  hotel.  I 
wondered  did  he  recommend  the  hotel. 

Mr.  Waxman.  I  didn't  get  a  commission,  nor  did  I  make  the  rec- 
ommendation. 
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Mr.  Klug.  Dr.  Satcher,  you  have  been  very  patient  with  us 
today.  Frankly,  as  our  other  panelists  are  still  waiting  to  testify 
and  we  have  a  vote  in  front  of  us,  we're  going  to  break.  You  are 
obviously  free  to  leave  at  this  point  and  I  am  sure  delighted  to  be. 
But  thanks  for  your  time  and  your  attention  and  we  look  forward 
to  your  responses  on  the  other  questions. 

We  will  be  adjourned 

Mr,  Satcher.  We  will  get  the  responses  to  you,  including  the 
agenda  for  the  conference. 

[Brief  recess.] 

Mr.  BILIRAKIS.  The  hearing  will  come  to  order. 

I  know  that  most  of  you  are  veterans  up  here  and  know  how 
things  work  and  fail  to  work,  so  I  guess  apologies  are  not  really 
that  necessary,  but  on  behalf  of  the  committee,  I  do  apologize,  but 
that's  the  way  it  goes.  These  votes  take  place  and  we've  got  to  be 
there. 

Our  third  panel  consists  of  individuals  who  will  testify  regarding 
the  impact  of  the  VFC  program  on  the  research  and  development 
of  new  vaccine  products  for  children,  certainly  a  very  significant 
point. 

The  first  witness  will  be  Mr.  Lance  Hackett,  vice  president  of 
Mercer  Management  Consulting,  who  is  accompanied  by  Jeff 
Totten. 

Mercer  was  originally  hired  by  HHS  to  conduct  a  study  on  this 
very  issue,  and  during  the  course  of  the  study  the  scope  was 
changed  by  HHS  as  I  understand  it.  Mercer  will  present  what  they 
believe  the  results  of  their  study  would  have  been,  had  they  been 
permitted  to  complete  it. 

The  second  witness  is  Mr.  Henry  Grabowski,  an  economist  from 
Duke  University,  I  guess,  I  don't  see  him  here.  Is  he  here,  is  he 
on  his  way?  In  case  he  shows,  he  is  an  economist  from  Duke  Uni- 
versity who  has  expertise  in  the  economics  of  the  pharmaceutical 
industry. 

The  next  two  witnesses  are  chairmen  of  small  biotechnology  com- 
panies that  are  interested  in  pursuing  products  for  children.  The 
first  is  Leighton  Read  of  Aviron  and  the  next  is  Lance  Gordon  of 
OraVax.  Both  gentleman  will  describe  the  difficulty  in  acquiring 
venture  capital  funds. 

Our  final  witness  will  be  Mr.  Gordon  Douglas  of  Merck.  Mr. 
Douglas  is  a  member  of  the  National  Vaccine  Advisory  Committee 
and  will  testify  about  the  NVAC  meeting  on  May  11,  1995,  where 
the  Mercer  Study  for  HHS  was  discussed. 

Certainly  all  of  your  written  testimonies  are  part  of  the  record, 
and  I  would  like  to  have  all  of  you  limit  your  testimony  to  5  min- 
utes if  you  possibly  can.  Hopefully  in  the  process  of  the  questioning 
most  of  your  points  can  be  gotten  across.  All  right,  we  will  start 
off  with  Mr.  Hackett. 
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STATEMENTS  OF  LANCE  B.  HACKETT,  VICE  PRESIDENT,  MER- 
CER MANAGEMENT  CONSULTING;  HENRY  GRABOWSKI,  ON 
BEHALF  OF  DUKE  UNIVERSITY;  J.  LEIGHTON  READ,  ON  BE- 
HALF OF  AVIRON,  INC.;  LANCE  K.  GORDON,  ON  BEHALF  OF 
ORAVAX;  AND  R.  GORDON  DOUGLAS,  JR.,  MERCK  VACCINE 
DIVISION,  MERCK  &  COMPANY 

Mr.  Hackett.  Thank  you. 

Mercer  Management  Consulting  was  contracted  in  September 
1994  to  conduct  a  study  of  the  U.S.  vaccine  industry  bv  the  Depart- 
ment of  Health  and  Human  Services.  The  purpose  of  the  study,  and 
I  quote  from  it,  to  develop  an  understanding  of  the  economics  of  the 
U.S.  vaccine  industry  that  will  enable  the  U.S.  Government  to  es- 
tablish vaccine  procurement  mechanisms  and  fair  payment  prices 
in  order  to  adequately  sustain  private  sector  research  and  develop- 
ment on  new  and  improved  vaccines. 

The  study  was  specifically  requested  by  a  resolution  of  the  Na- 
tional Vaccine  Advisory  Committee  in  response  to  the  statement  of 
managers  for  1993  that  states,  "if  the  Secretary  concludes  that  the 
statutory  prices  for  current  vaccines  does  not  allow  for  sufficient  re- 
search and  development  subsidies,  the  Secretary  is  expected  to  re- 
port this  to  Congress  and  to  request  a  statutory  amendment  to  the 
price  limitation. 

In  January  1995,  the  scope  of  the  studv  was  modified  by  DHHS 
to  focus  our  efforts  on  the  economics  of  production,  distribution, 
sales  and  marketing.  The  modified  scope  excluded  further  analysis 
of  the  suppliers'  investments  in  R&D  and  the  impact  of  the  VFC 
program  legislation  on  the  industry's  economics,  in  particular  on 
revenue  costs  in  R&D  investments. 

We  were  told  that  without  the  R&D  spending  data  from  suppli- 
ers and  reliable  estimates  of  the  volume  of  government  purchases 
under  VFC,  the  analysis  of  these  effects  was  too  speculative.  The 
modified  scope  also  excluded  the  creation  of  policy  options  for  man- 
aging the  Federal  purchase  of  vaccines. 

At  the  time  the  scope  of  the  study  was  modified,  we  had  com- 
pleted a  preliminary  review  of  the  VFC  effects  of  R&D  and  were 
working  with  CDC  to  further  refine  and  satisfy  their  concerns. 
With  the  modification  of  scope,  we  halted  any  further  analysis  of 
the  topic.  Nonetheless,  we  believe  we  can  make  the  following  re- 
marks: 

The  key  element  of  VFC  impacting  the  procurement  of  vaccines 
and  thus  industry  economics  is  the  expansion  of  the  childhood  pop- 
ulation eligible  for  free  vaccines  bought  at  Federal  contract  prices. 
From  primarily  uninsured  today  to  include  the  under-insured,  na- 
tive Americans  and  Medicaid  recipients  and,  at  the  discretion -of  in- 
dividual States,  potentially  all  the  children  within  a  State. 

Because  prices  paid  for  vaccines  sold  on  government  contract  are 
discounted  from  between  35  percent  to  over  80  percent  of  the  list 
price  in  the  private  market,  shifting  volume  to  the  public  market 
at  the  lower  prices  will  have  significant  negative  impact  on  cash- 
flow. VFC's  capping  prices  of  these  products  negate  the  opportunity 
for  suppliers  to  raise  price  to  recapture  lost  cash-flow. 

Additionally,  shifting  the  private  market  volume  to  the  Federal 
contract  creates  a  near-monopoly  purchaser  and  considerable  un- 
certainty over  the  profitability  of  future  vaccines.  Increasing  the 


187 

uncertainty  of  future  profits  is  expected  to  have  a  negative  impact 
on  the  supplier's  investment  in  R&D. 

We  have  prepared  an  exhibit  that  is  in  the  written  statement  to 
demonstrate  our  points  here. 

The  determination  of  the  impact  of  VFC  n  R&D  and  the  resulting 
costs  to  our  society  requires  a  four-step  analysis  as  illustrated 
below  or  over  here.  The  first  step  is  to  understand  the  cash-flow 
effect  on  the  industry  from  increased  public  purchases  at  capped 
prices.  Our  analysis,  although  it  was  preliminary  and  stoppea  be- 
fore we  were  completing  it,  would  indicate  that  the  lost  cash-flow 
is  in  the  range  of  about  $100  million. 

The  major  unknown  is  how  much  incremental  vaccine  purchases 
will  be  made  at  the  public  price  once  VFC  is  fully  implemented. 
CDC's  initial  estimate  is  that  the  government  purchases  78  percent 
of  the  doses  distributed,  a  28  percent  increase  over  pre-VFCf  levels. 
Assuming  the  78  percent  rate,  VFC  would  generate  a  reduction  in 
cash-flow  of  between  $90  to  $120  million, 

CDC  believes  that  WC  legislation  provides  a  benefit  to  suppliers 
that  possibly  offsets  the  cashflow  loss.  Under  VFC  the  government 
is  required  to  purchase,  as  an  entitlement,  new  vaccines  if  they  are 
placed  on  the  childhood  schedule  by  the  ACIP.  The  ACIP  is  empow- 
ered to  act  with  independent  authority  in  evaluating  the  health 
merits  of  new  vaccines  without  consideration  of  the  budgetary  ef- 
fects of  funding  the  purchase. 

If  a  new  vaccine  is  accepted  on  the  schedule,  the  sales  of  the  vac- 
cine supplier  during  the  first  few  years  of  introduction  would  likely 
be  higher  than  pre- VFC.  Because  the  funding  is  automatic,  it  ap- 
plies to  a  large  quantity  of  doses  although  at  a  lower  public  market 
price. 

Mr.  BiLlRAKis.  Mr.  Hackett? 

Mr.  Hackett.  Yes. 

Mr.  BILIEAKIS.  The  time  is  up.  Forgive  me  but  if  you  could  sort 
of  summarize,  if  you  could,  then  hopefully,  again,  a  lot  of  the  points 
can  be  made  during  the  questioning. 

Mr.  Hackett.  Let  me  sum  up  by  pointing  to  the  chart. 

In  trying  to  follow  through  the  impact  of  VFC  on  our  Nation's 
economy  and  our  society,  it  goes  through  this  four-step  process.  The 
top  number  we  said  is  $100  million.  The  impact  on  the  supplier's 
R&D  is  a  more  difficult  number  to  estimate  because  it  involves  the 
individual  decisions  of  the  individual  companies.  But  if  we  look  at 
historical  norms  and  what  they  have  done  historically  with  R&D, 
one  would  estimate  that  about  $30  to  $40  million  would  be  ex- 
tracted from  R&D  which  means  that  we  would  hamper  the  develop- 
ment of  new  products  which,  given  the  testimony  earlier  today  that 
those  new  products  carry  a  very  large  impact  on  reducing  health 
care  costs  because  of  the  impact  of  vaccination  versus  the  cost  of 
cure.  The  overall  impact  on  the  economy  would  be  quite  large. 

We  were  unable  to  complete  that  analysis  when  we  finished. 

[The  prepared  statement  of  Lance  Hackett  follows:] 

Prepared  Statement  of  Lance  Hackett,  Vice  President,  Mercer  Management 

Consulting 

Mercer  Management  Consulting  was  contracted  in  September  1994  to  conduct  a 
study  of  the  United  States  vaccine  industry  for  the  Department  of  Health  and 
Human  Services  (DHHS).  The  purpose  of  this  study  was: 
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To  develop  an  understanding  of  the  economics  of  the  U.S.  vaccine  industry  that 
will  enable  the  U.S.  Government  to  establish  vaccine  procurement  mechanisms  and 
fair  pa3anent  prices  in  order  to  adequately  sustain  private  sector  research  and  devel- 
opment on  new  and  improved  vaccines. 

The  study  was  specifically  requested  by  resolution  of  the  National  Vaccine  Advi- 
sory Committee  in  response  to  the  Statement  of  Managers  for  OBRA  '93  that  states: 
"if  the  Secretary  concludes  that  the  statutory  prices  for  current  vaccines  does  not 
allow  for  sufficient  research  and  development  subsidies,  the  Secretary  is  expected 
to  report  this  to  the  Congress  and  to  request  a  statutory  amendment  to  the  price 
limitation." 

In  January  1995  the  scope  of  the  study  was  modified  by  DHHS  to  focus  our  efforts 
on  the  economics  of  vaccine  production,  distribution,  and  sales  and  marketing.  The 
modified  scope  excluded  further  analysis  of  the  suppliers'  investments  in  research 
and  development,  and  the  impact  of  Vaccines  for  Children  (OBRA  '93)  legislation  on 
vaccine  industry  economics  (i.e.  revenues,  costs  and  R&D  investments.)  We  were 
told  that  without  R&D  spending  data  from  suppliers  and  reliable  estimates  of  the 
volume  of  government  purchases  under  VFC  the  analysis  of  these  effects  was  too 
speculative.  The  modified  scope  also  excluded  the  creation  of  policy  options  for  man- 
aging the  Federal  purchases  of  vaccines. 

At  the  time  the  scope  of  the  study  was  modified,  we  had  completed  a  preliminary 
review  of  the  VFC  effects  on  R&D  and  were  working  with  CDC  to  further  refine 
the  analysis  to  satisfy  their  concerns.  With  the  modification  of  scope,  we  halted  any 
further  analysis  of  this  topic.  Nonetheless,  we  can  make  the  following  remarks. 

The  key  element  of  VFC  impacting  the  procurement  of  vaccines,  and  thus  indus- 
try economics,  is  the  expansion  of  the  childhood  population  eligible  for  free  vaccines 
bought  at  Federal  contract  prices — from  primarily  the  uninsured  today  to  include 
the  "underinsured".  Native  Americans,  Medicaid  recipients,  and,  at  the  discretion  of 
individual  states,  potentially  all  children  within  a  state.  Because  prices  paid  for  vac- 
cines sold  on  government  contract  are  discounted  from  between  35  percent  to  over 
80  percent  of  list  price  in  the  private  market,  shifting  volume  to  the  public  market 
at  those  lower  prices  will  have  a  significant  negative  impact  on  cash  flow.  VFC's 
capping  prices  of  these  products  negates  the  opportunity  for  suppliers  to  raise  prices 
to  recapture  lost  cash  flow. 

Additionally,  shifting  private  market  volume  to  the  Federal  contract  creates  a 
near  monopsony  purchaser,  and  considerable  uncertainty  over  the  profitability  of  fu- 
ture vaccines.  Increasing  the  uncertainty  of  future  profits  is  expected  to  have  a  neg- 
ative impact  on  the  supplier's  investment  in  R&D. 

The  determination  of  the  impact  of  VFC  on  R&D  and  the  resulting  cost  to  our 
society  requires  a  four  step  analysis  as  illustrated  in  the  exhibit  below: 


189 

Preliminary  Estimates  of  VFC  Effects 

Reflecting  Increased  Government  Purchases 


Step1:  Cash  Flow  Effect 


I 


RevsniM 


R«diie«d  Cash  Flow 
S9O-120  MM 


Step  2:  R&O  Impact 


I 


Reduced  R&D 
$30-40  MM 


Step  3:  New  Product  Impact  What  new  and  improved  vaccines  will  NOT  be 

developed  as  a  result  of  reduced  R&D7 


I 


Step  4:  Cost  to  Society  How  much  additional  money  will  be  spent  on 

health  care  as  a  result  of  fewer  new  and 
improved  vaccirtes? 

The  first  step  is  to  determine  the  effect  on  industry  cash  flows  from  increased  pub- 
lic purchases  at  capped  prices.  To  estimate  this,  the  volume  shifted  from  the  private 
market  to  the  Federal  contract  is  multiplied  by  the  difference  between  the  two 
prices  and  then  adjusted  for  the  lower  selling,  marketing,  and  distribution  costs  re- 
quired to  ser\'e  the  public  market  (referred  to  as  "cost  savings"  in  the  exhibit.)  The 
major  unknov/n  is  how  much  incremental  vaccine  purchases  will  be  made  at  the 
public  price  once  VFC  is  fully  implemented.  CDC's  initial  estimate  was  that  the  gov- 
ernment would  purchase  78  percent  of  doses  distributed,  a  28  percent  increase  over 
pre- VFC  levels.  Assuming  the  78  percent  rate,  VFC  would  generate  a  reduction  in 
cash  flow  of  approximately  $90-120  million  per  year. 

CDC  believes  that  VFC  legislation  provides  a  benefit  to  the  suppliers  that  par- 
tially offsets  the  cash  flow  loss.  Under  VFC,  the  government  is  reauired  to  purchase, 
as  an  entitlement,  new  vaccines  if  they  are  placed  on  the  Childhood  Schedule  by 
the  ACIP.  The  ACIP  is  empowered  to  act  with  independent  authority  in  evaluating 
the  health  merits  of  new  vaccines,  without  consideration  of  the  budgetary  effects  of 
funding  the  purchase.  If  a  new  vaccine  is  accepted  on  the  schedule,  the  sales  of  the 
vaccine  supplier  during  the  first  few  years  of  introduction  would  likely  be  higher 
than  pre-WC,  because  the  funding  is  automatic  and  applies  to  larger  quantity  of 
doses — although  at  the  lower  public  market  price. 

The  vaccine  suppliers,  however,  believe  tnat  this  element  of  VFC  will  not  have 
a  material  effect  on  their  economics;  that  the  short  term  benefit  of  higher  sales  vol- 
ume is  more  than  offset  by  the  longer  term  cost  of  larger  public  purchases  of  the 
new  vaccines  at  lower  prices. 

We  had  not  yet  estimated  this  potentially  offsetting  effect  when  the  scope  of  the 
study  was  modified. 

The  second  step  of  the  analysis  is  to  determine  the  likely  reduction  in  R&D  as 
a  result  of  the  reduction  in  cash  flow.  This  is  a  more  difficult  question  because  the 
answer  requires  a  projection  of  how  the  pharmaceutical  companies  will  react  to  the 
loss  of  cash  flow.  The  answer  is  probably  situational.  Individual  suppliers  will  react 
differently  depending  on  many  factors,  out  in  particular  on  the  scientific  and  com- 
mercial promise  of  products  that  are  in  the  R&D  pipeline,  and  the  degree  that  VFC 
impacts  their  company.  The  VFC  impact  varies  sigmficantly  by  supplier. 

We  can,  however,  make  a  number  of  observations: 

1.  The  $90-120  million  loss  in  cash  flows  will  need  to  be  absorbed  by  a  reduction 
in  profits  or  R&D  investments. 

2.  Vaccine  businesses  are  independent  profit  centers  within  their  parent  pharma- 
ceutical companies,  and  are  expected  over  time  to  generate  financial  returns  similar 
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to  pharmaceutical  averages.  It  is  unlikely  that  the  parent  will  allow  its  vaccine  busi- 
ness to  reduce  profits  to  the  ftill  extent  of  the  cash  flow  reduction. 

3.  Historically,  pharmaceutical  firms  have  tended  to  reinvest  between  30  and  40 
percent  of  cash  flow  contribution  (defined  as  pretax,  pre-interest  profit  plus  R&D  ex- 
penses) in  R&D  spending. 

Thus,  we  believe  there  will  likely  be  a  significant  reduction  in  U.S.  vaccine  R&D 
as  VFC  policy  is  implemented.  A  preliminary  estimate  would  be  $30-40  million  per 
year. 

The  third  and  fourth  steps  have  not  been  analyzed  by  us.  We  believe  there  is  a 
strong  case  to  be  made,  however,  that  the  overall  cost  to  our  society  in  increased 
health  care  expenditures  due  to  fewer  new  and  improved  vaccines  considerably  ex- 
ceeds the  benefits  of  lower  costs  of  vaccine  procurement. 

To  understand  more  fxilly  the  potential  impact  of  VFC  on  industry  R&D  invest- 
ments, we  need  to  look  beyond  the  near  term  cash  flow  implications — cash  flow 
analysis  alone  is  inconclusive. 

For  example,  if  reducing  industry  cash  flow  has  a  negative  impact  on  R&D  then 
if  we  pay  mgher  prices  for  vaccines  will  it  not  increase  R&D  investments?  If  so, 
where  do  you  stopr  Why  not  double  or  triple  the  price  of  vaccines  to  fund  much  larg- 
er R&D  budgets?  If  money  spent  on  R&D  in  vaccines  has  historically  been  paid  back 
many  times  over  in  tangible  reductions  to  our  nation's  health  care  cost,  where  is 
the  point  of  diminishing  returns? 

Also,  if  the  government  acts  on  the  conclusions  in  our  vaccine  study  (the  report 
was  delivered  to  the  DHHS  yesterday),  then  competition  in  the  U.S.  market  will  in- 
tensify and  vaccine  cash  flow  will,  likely  fall  as  a  result.  So  how  can  we  argue  for 
increased  competition  and  still  believe  that  the  negative  cash  flow  impact  of  VFC 
will  hurt  the  industry? 

The  real  problem  with  VFC  is  that  it  casts  a  black  cloud  over  the  industry — it 
establishes  the  Federal  government  as  the  driver  of  the  vaccine  business.  It  intro- 
duces liie  idea  of  price  controls  and  broadens  the  role  and  power  of  the  government 
as  a  near  monopsony  purchaser.  As  one  biotech  company  put  it,  "It  is  dangerous 
to  get  in  bed  with  an  elephant,  it  might  roll  over!"  It  is  one  thing  for  the  suppliers 
to  lose  cash  flow  to  competition.  That  will  force  them  to  become  more  efficient  and 
more  effective,  or  get  out  of  the  business  if  they  can  no  longer  compete.  It  is  totally 
different  to  lose  cash  flow  to  government  action. 

This  industry  operates  on  the  premise  that  most  R&D  is  spent  on  unproductive 
investigations,  but  with  enough  effort,  a  blockbuster  vaccine  will  be  found  which  will 
justify  fidl  the  money  spent  on  R&D.  Hep  B  is  a  good  example.  When  the  govern- 
ment caps  the  upside  on  successful  vaccines,  (by  increasing  its  purchasing  power 
and  introducing  price  controls)  it  discourages  investment  in  R&D.  Venture  capital- 
ists can  quickly  move  their  funds  to  other  areas,  perhaps  outside  of  health  care, 
Eharmaceutical  managers  can  look  for  R&D  investments  in  other  markets  and 
iotechs  can  shift  vaccine  research  to  adult  applications.  It  is  quite  conceivable  that 
the  loss  in  R&D  investment  due  to  the  psychological  effect  will  be  much  larger  than 
$30-40  million. 

One  venture  capitalist  we  spoke  with  put  it  succinctly.  He  said  "the  problem  with 
VFC  is  that  it  is  an  example  of  government  regulation  to  correct  the  problems 
caused  by  government  regulation."  The  U.S.  pays  the  highest  prices  in  the  world 
for  vaccines  and  government  intervention  is  a  major  cause.  The  government  hinders 
exports,  which  reduces  the  relative  size  and  efficiency  of  U.S.  production,  and  fur- 
ther raises  development  and  production  costs  through  lengthy  PLA  and  ELA  proc- 
esses. Moreover,  regulation  has  restricted  competition  to  tne  point  that  we  have  a 
monopoly  supplier  for  OPV,  a  product  which  is  over  30  years  old  and  supplied  to 
the  rest  of  the  world  at  a  fraction  of  the  price  we  pay  in  the  private  market. 

The  vaccine  industry  went  through  a  period  several  years  ago  when  it  developed 
very  few  new  vaccines.  It  is  currently  going  through  a  period  of  significant  develop- 
ment, largely  due  to  the  high  prices  paid  in  the  U.S.,  and  as  a  result,  a  number 
of  valuable  new  vaccines  have  been  introduced  in  recent  years  or  are  in  the  pipeline. 

VFC  threatens  to  undermine  childhood  vaccine  R&D  through  the  loss  of  near  term 
cash  flow  and  the  creation  of  the  government  as  a  near  monopsony  purchaser — cast- 
ing a  black  cloud  on  the  industry.  What  is  needed,  instead,  is  a  govemment/industry 
partnership  which  addresses  the  shared  interests  of  a  steady  supply  of  new  and  im- 
proved vaccines,  high  levels  of  immunization  and  steble  production,  and  the  need 
to  lighten  the  regulatory  burden  to  create  a  more  efficient  and  competitive  industry. 
It  wll  be  very  difficult  to  create  a  partnership  while  VFC  remains  in  its  current 
form. 

Mr.  BILIRAKIS.  Thank  you,  sir. 
Mr.  Grabowski.  Welcome. 
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STATEMENT  OF  HENRY  G.  GRABOWSKI 

Mr.  Grabowski.  Thank  you,  Mr.  Chairman. 

The  key  point  in  my  statement  is  that  the  replacement  of  the  pri- 
vate market  for  children's  vaccines  by  the  government  under  the 
VFC  program  will  have  very  adverse  effects  on  vaccine  innovation. 
While  today's  vaccines  will  be  cheaper,  the  development  of  tomor- 
row's vaccines  will  be  slower.  A  slowdown  in  vaccine  innovation 
will  in  turn  have  unfavorable  long-term  effects  on  health  care  and 
health  care  expenditures.  This  is  because  new  vaccines  embody  a 
disease  preventative  approach  and  they  have  traditionally  exhib- 
ited large  benefit  to  cost  ratios. 

Over  the  past  decade,  the  search  for  new  vaccines  has  enjoyed 
a  particular  renaissance  with  the  emergence  of  biotechnology. 
Hence,  this  is  a  particularly  critical  period  for  vaccine  development 
and  one  in  which  I  believe  the  VFC  program  could  do  damage  to 
R&D  incentives. 

My  statement  makes  several  points  about  the  R&D  investment 
process  for  pharmaceuticals  and  vaccines  that  are  relevant  to  as- 
sessing the  effects  of  government  controls  on  innovation  and  I 
might  add  that  I  am  an  economist  that  has  been  studying  the  R&D 
investment  process  in  this  and  related  industries  for  over  two  dec- 
ades now. 

The  first  point  I  would  like  to  make  is  that  there  is  mounting 
evidence  that  the  R&D  process  is  becoming  longer  and  costlier.  In 
a  study  by  the  Center  for  the  Study  of  Drug  Development  at  Tufts 
that  I  participated  in,  my  colleagues  and  I  estimated  that  it  takes 
12  years  and  over  $231  million — that's  in  1987  dollars — to  develop 
and  discover  a  new  drug.  While  our  work  is  focused  on  pharma- 
ceuticals, we  have  reason  to  believe  that  R&D  cost  and  times  for 
new  vaccines  are  comparable  to  those  for  pharmaceuticals.  In  addi- 
tion, however,  FDA  regulation  requires  that  the  manufacturing 
process  for  a  new  vaccine  be  scaled  up  and  validated  much  earlier 
in  the  R&D  cycle  than  for  a  new  drug  and  this  adds  tens  of  mil- 
lions of  dollars  of  extra  capitalized  costs  to  the  R&D  process  for  a 
new  vaccine. 

A  second  major  point  is  with  regard  to  revenues.  With  respect  to 
revenues,  the  potential  for  major  new  vaccines  is  constrained  by 
much  smaller  market  sizes  than  for  major  new  pharmaceuticals. 
The  reason  includes  the  inherent  nature  of  vaccines  which  are 
consumed  only  once  or  a  few  items  over  a  lifetime,  as  well  as  many 
biases  in  our  medical  system  for  treatment  therapies  over  preven- 
tion. 

Fortunately,  this  situation  is  changing  with  the  growth  of  man- 
aged care  and  a  new  sensitivity  to  costs  and  benefits  of  medical 
therapies. 

A  third  major  point  that  emerges  from  our  research  at  Duke  on 
the  R&D  investment  process  is  that  their  distribution  of  returns  is 
highly  variable.  The  search  for  new  drugs  is  now  centered  around 
breakthrough  therapies  for  unmet  needs  that  can  cover  both  the 
large  fixed  cost  of  R&D  and  many  unsuccessful  compounds  that  are 
clinically  investigated  but  never  commercialized. 

Now,  given  this  economic  environment,  government  controls 
under  the  VFC  program  will  particularly  have  negative  impacts  on 
vaccine    innovation.    First,    government   monopoly   purchasing   at 
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below  market  prices  significantly  lowers  the  expected  returns  on 
new  children's  vaccine.  It  also  reduces  the  cash-flows  available  to 
undertake  R&D  investment  in  children's  vaccine.  That  is  one  of  the 
major  points  on  the  chart  there. 

The  VFC  program  sends  the  message  that  the  children's  vaccines 
that  are  tomorrow's  breakthroughs  will  have  virtually  no  private 
market.  Given  the  great  uncertainty  regarding  the  returns  on  and 
prices  for  these  vaccines,  one  can  expect  R&D  resources  to  shift  to 
other  therapies.  The  greatest  negative  effect  would  be  on  long-term 
discovery  research.  This  research  is  the  riskiest  and  the  furthest 
away  from  commercial  introduction. 

My  statement  also  makes  the  point  that  increased  government 
controls  on  vaccines  will  have  especially  negative  consequences  for 
smaller  firms  exploring  new  technologies  and  I  am  sure  that  will 
be  taken  up  by  others  on  the  panel. 

So  in  conclusion,  I  believe  that  government  price  regulation  is  a 
bulldozer  approach  to  the  societal  problem  that  will  have  signifi- 
cant unintended  negative  effects  on  the  incentives  for  R&D  by 
biotech  and  pharmaceutical  firms. 

[The  prepared  statement  of  Henry  G.  Grabowski  follows:] 

Prepared  Statement  of  Henry  G.  Grabowski,  Ph.D.,  Duke  University 

Under  the  Vaccines  for  Children  Program  and  OBRA  93,  government  purchases 
of  children's  vaccines  will  grow  to  over  80  percent  of  U.S.  consumption.  Ten  years 
ago,  the  government  accounted  for  only  about  a  third  of  this  market.  The  rapid  dis- 
placement by  government  of  the  private  market  for  children's  vaccine  sends  a  very 
chilling  message  to  vaccine  innovators. 

While  todays  vaccines  will  be  cheaper,  the  development  of  tomorrow's  vaccines 
will  be  slower.  This  is  unfortunate  because  the  scientific  opportunities  for  new  vac- 
cines have  proliferated  with  the  growth  of  biotechnology.  One  recent  data  source 
shows  over  100  firms  with  vaccine  R&D  programs  in  1993,  focused  on  several  major 
disease  areas.  Furthermore,  vaccines,  which  embody  a  disease-preventive  approach, 
have  traditionally  exhibited  large  benefit-to-cost  ratios  from  a  societal  perspective. 
A  slowdown  in  vaccine  innovation  will  have  very  unfavorable  consequences  for  both 
health  care  and  health  expenditures. 

The  R&D  Investment  Process 

This  is  a  time  of  exploding  opportunities  for  pharmaceutical  advances.  New  re- 
search techniques  associated  with  biotechnology  and  related  fields  have  helped  en- 
hance the  search  for  significant  new  medicines.  Vaccine  R&D  has  enjoyed  a  particu- 
lar renaissance  over  the  past  decade.  There  are  many  important  vaccines  in  develop- 
ment, including  safer  versions  of  existing  vaccines  as  well  as  new  vaccines  for  dis- 
eases such  as  influenza,  cancer,  diabetes,  TB,  and  AIDS. 

Although  there  is  great  optimism  about  the  scientific  potential  for  important  dis- 
coveries involving  drugs  and  vaccines,  there  is  also  mounting  evidence  that  the  R&D 
process  is  becoming  longer  and  costlier.  The  median  development  time  is  now  twelve 
years  from  synthesis  to  FDA  approval.  In  a  study  sponsored  by  the  Center  for  the 
Study  of  Drug  Development  at  Tufts  University,  my  colleagues  and  I  estimated  that 
it  takes  an  average  of  $231  million  (in  1987  dollars)  to  discover  and  develop  a  new 
drug.^  Aggregate  trends  on  recent  R&D  expenditures  and  new  drug  investigations 
indicate  that  current  costs  are  much  higher. 

Our  research  on  R&D  costs  has  been  focused  more  on  new  chemical  compounds 
than  biologicals,  given  the  preponderance  of  the  former  in  R&D  spending  and  intro- 
ductions. Nevertheless,  we  have  reason  to  believe  that  R&D  costs  and  times  for  new 
vaccines  are  comparable  to  those  for  pharmaceuticals.  In  addition,  however,  FDA 
regulation  requires  that  the  manufacturing  process  for  a  new  vaccine  be  scaled  up 
and  validated  much  earlier  in  the  R&D  cycle  than  for  a  new  drug.  This  adds  tens 


^DiMasi,  J.,  Hansen,  R.,  Grabowski,  H.,  and  Lasagna,  L.  'The  cost  of  Innovation  in  the  Phar- 
maceutical Industry,"  Journal  of  Health  Economics,  Volume  10;  1991;  pp.  107-142. 
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of  millions  of  dollars  of  extra  capitalized  costs  to  the  R&D  process  for  a  new  vac- 
cine.2 

While  this  is  the  case,  the  revenue  potentifd  for  major  new  vaccines  is  constrained 
by  much  smaller  market  sizes  than  for  major  new  pharmaceuticals.  One  reason  this 
is  inherent  in  the  nature  of  vaccines  which  are  consumed  only  once  or  a  few  times 
over  a  lifetime.  This  is  compared  to  a  new  pharmaceutical  which  may  involve  treat- 
ment of  a  chronic  condition  over  many  years.  It  also  reflects  many  biases  in  our 
medical  system  for  treatment  therapies  over  prevention.  Fortunately,  this  latter  sit- 
uation is  changing  with  the  growth  of  managed  care  and  a  new  sensitivity  to  the 
costs  and  benefits  of  medical  therapies. 

Ultimately,  R&D  investments  in  new  medicines  are  very  risky  activities,  governed 
by  long-term  expected  returns.  Our  research  at  Duke  further  indicates  that  a  small 
number  of  new  therapies  are  critical  to  keeping  the  returns  on  drug  R&D  competi- 
tive vfith.  alternative  investments  of  comparable  riskiness.  In  particular,  the  dis- 
tribution of  returns  is  highly  variable.^  The  search  for  new  drugs  is  now  centered 
around  breakthrough  therapies  that  can  cover  both  the  large  fixed  costs  of  R&D  and 
the  many  unsuccessful  compounds  that  are  clinically  investigated  but  never  com- 
mercialized. 

Effects  of  Government  Controls 

Government  monopoly  purchasing  at  below  market  prices  significantly  lowers  the 
expected  returns  on  new  children's  vaccines.  It  also  reduces  the  cash  flows  available 
to  undertake  R&D  investments  in  children's  vaccines.  New  vaccines  are  supposed 
to  be  exempt  fi-om  specific  controls  such  as  price  caps.  However,  a  firm  undertaking 
investments  of  hundreds  of  millions  of  dollars  over  a  decade  or  more  to  bring  a  new 
vaccine  to  the  market  must  make  these  decisions  on  expectations  about  future  mar- 
ket conditions.  The  VFC  Program  sends  the  message  that  the  children's  vaccines 
that  are  tomorrow's  breakthroughs  will  have  virtually  no  private  market.  Given  the 
great  uncertainty  regarding  the  returns  on  and  prices  for  these  vaccines,  one  can 
expect  R&D  resources  to  shift  to  other  therapies.  The  greatest  negative  effect  would 
be  on  long-term  discovery  research.  This  research  is  the  riskiest  and  fiirthest  away 
from  commercial  introduction.'* 

The  United  States  has  been  the  acknowledged  world  leader  in  vaccine  innovation, 
accounting  for  most  of  the  new  vaccines  currently  under  development.  Increased 
government  control  on  vaccines  will  have  especially  negative  consequences  for  small- 
er firms  exploring  new  technologies.  The  biotech  firms  working  on  new  vaccines 
have  concentrated  their  R&D  activity  on  long-term  discovery  research  and  are  high- 
ly dependent  on  venture  capital  and  external  investment  sources.  It  is  important  to 
emphasize  that  many  of  these  firms  are  already  operating  with  very  stretched  cash 
positions  and  bum  rates  on  their  R&D  funds  of  two  years  or  less. 

A  public  policy  goal  of  increased  immunizations  is  very  laudable.  However,  gov- 
ernment programs  targeted  to  at-risk  populations  are  a  much  more  effective  and  re- 
source-efficient way  to  increase  immunization  rates.  Government  price  regulation  is 
a  bulldozer  approach  to  this  societal  problem  that  will  have  sigmficant  unintended 
negative  effects  on  the  incentives  for  research  and  development  oy  biotech  and  phar- 
maceutical firms.  Over  the  long  term,  patient  welfare  will  undoubtedly  be  lower  and 
healthcare  costs  higher  if  the  private  market  for  children's  vaccines  is  eliminated 
under  the  VFC  program. 

Mr.  BILIRAKIS.  Thank  you  very  much,  sir. 
Mr.  Read. 

STATEMENT  OF  J.  LEIGHTON  READ 

Mr.  Read.  Mr.  Chairman,  I  thank  you  for  the  opportunity  to 
speak  today.  My  name  is  Leighton  Read  and  I  am  the  chairman 
and  CEO  of  Aviron,  a  privately  owned  pharmaceutical — biopharma- 
ceutical  company  in  the  San  Francisco  Bay  area,  established  3 


^Bader,  F.  G.  "Manufacturing  Facilities  Planning:  Impact  on  Pharmaceutical  Competitive- 
ness," presented  to  MIT  Symposium  on  the  Future  of  the  Pharmaceutical  Industry,  Cambridge, 
Mass.,  November  20,  1991. 

^Grabowski,  H.  and  Vernon,  J.  "Returns  on  New  Drug  Introductions  in  the  1980s,"  Journal 
of  Health  Economics,  Volume  13,  1994,  pp.  383-406. 

♦Grabowski,  H.  "Price  and  Profit  Control,  New  Competitive  Dynamics  and  the  Economics  of 
Innovation  in  the  Pharmaceutical  Industry,"  in  the  Office  of  Health  Economics,  Industrial  Policy 
and  the  Pharmaceutical  Industry,  London,  1995. 
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years  ago  specifically  to  create  a  new  generation  of  useful  childhood 
vaccines. 

Prior  to  founding  this  company,  I  was  a  faculty  member  at  the 
Harvard  School  of  Public  Health  and  the  Harvard  Medical  School, 
working  on  research  on  the  cost  effectiveness  of  drugs  and  other 
medical  interventions,  techniques  that  are  now  in  use  in  evaluating 
all  new  medicsd  interventions  today. 

For  the  past  several  years,  I  have  been  involved  in  the  organiza- 
tion and  financing  of  several  successful  biomedical  startup  compa- 
nies. 

The  three  points  that  I  would  like  you  to  consider  is  that  the 
Federal  Cxovemment  is  sending  the  wrong  signals  to  those  who 
would  invest  private  capital  in  creating  new  childhood  vaccines. 
Second,  that  our  immunization  policy  should  not  just  look  at  to- 
day's vaccine  but  take  into  account  a  system  of  producing  new  vac- 
cines and  delivering  them.  Our  immunization  policy  must  take  into 
account  the  rise  of  managed  care  systems  which  will  soon  enroll 
the  majority  of  American  citizens  and  childhood  vaccine  policies 
signal  the  way  that  we  will  reward  successful  innovators  or  many 
other  critical  areas  of  prevention  beyond  the  vaccines  for  infectious 
disease. 

I  spend  every  day  now  talking  to  investors,  attempting  to  inter- 
est them  in  vaccine  innovation.  The  theoretical  points  made  by  my 
economist  neighbor  here  on  the  panel  are  precisely  the  questions 
that  I  hear  as  I  talk  to  investors  who  have  choices  between  multi- 
media and  telecommunications  and  fast  food  restaurants  invest- 
ment opportunities.  Some  of  us  in  the  room  may  have  a  passion  for 
creating  new  vaccines.  These  people  have  to  make  choices  and  this 
Federal  policy  leading  to  a  dominant  role  for  the  Federal  Govern- 
ment in  purchasing  childhood  vaccines  is  definitely  having  a 
chilling  effect  on  interest  in  investing  in  this  field.  Where  else  in 
our  economy  do  we  ask  the  private  sector  to  put  several  hundred 
million  dollars  at  risk  to  develop  a  product  which  will  be  purchased 
by  essentially  one  customer  without  the  opportunity  to  negotiate 
price  or  terms  in  some  form. 

The  concern  is  that  a  dominant  government  purchaser  will  not 
have  any  incentive  to  negotiate  a  fair  price  after  the  negotiator  has 
taken  the  risk.  Of  course  the  States  would  like  to  have  help  bu3dng 
vaccines  with  the  purchasing  power  of  the  Federal  Grovemment 
and,  of  course,  working  parents  would  like  to  have  free  vaccines. 

We  should  be  focusing,  as  I  said,  on  this  continuing  system  of 
vaccine  innovation  and  purchasing.  Under  the  historical  system  of 
fee  for  service  reimbursement  and  indemnity  insurance,  there  were 
no  economic  incentives  for  anybody  in  the  system  to  prevent  ill- 
ness. But  with  the  rise  of  managed  care,  by  the  time  Aviron's  first 
products  would  reach  the  market  in  1999,  over  100  million  Ameri- 
cans are  going  to  be  covered  by  some  kind  of  capitated  plan  and 
these  plans  are  very  sophisticated  buyers  of  health  care  and  they 
are  capable  of  performing  the  kind  of  cost  effectiveness  analyses 
that  are  now  standard  in  the  system. 

Under  this  kind  of  scrutiny,  vaccines  to  prevent  infectious  dis- 
eases compare  very  well  with  all  the  other  choices  that  they  are 
being  offered  so,  as  an  innovator  in  this  area,  I  would  much  prefer 
to  negotiate  prices  with  a  marketplace  of  HMOs  and  State  Medic- 
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aid  programs,  perhaps,  or  a  plurality  of  many  different  buyers 
rather  than  a  single  dominant  purchaser  who  will  have  lost  the  in- 
centive to  stimulate  me  to  take  economic  risk. 

The  investors  who  support  early  stage  research  are  exquisitely 
sensitive  to  the  signals  being  sent  from  Washington  and  the  case 
of  Aviron  illustrates  what  is  possible  in  terms  of  cutting-edge  re- 
search and  also  what  is  at  risk.  Our  programs  in  the  company  ad- 
dress the  institute  of  medicine's  highest  priority,  virus  vaccine  tar- 
gets including  new  vaccines  for  genital  herpes,  the  virus  which  ac- 
tually infects  one  in  five  Americans.  Vaccines  for  respiratory 
syncytial  virus,  the  most  frequent  cause  of  hospitalization  in  the 
very  young  and  C3rtomegalo  virus,  which  is  the  principal  infectious 
cause  of  birth  defects. 

Our  leading  program  could  become  the  first  practical  way  to  pre- 
vent influenza  in  children,  which  is  very  important  for  working 
parents  and  for  the  rest  of  us  because  kids  are  so  important  in  the 
spread  of  this  epidemic.  This  is  a  program  for  a  nasal  flu  vaccine 
being  developed  under  a  "CRADA"  between  Aviron  and  the  Na- 
tional Institutes  of  Health. 

We  have  raised  a  total  of  $17.5  million  from  venture  capital  part- 
nerships. Their  money  is  derived  largely  from  U.S.  insurance  com- 
panies and  pension  funds  so  there  are  no  villains  or  fat  cats  here, 
this  is  American  capital  working  on  projects  that  we  would  all  like 
to  see  successful. 

I  believe  that  we  can  raise  the  other  $120  million  that  we  have 
to  to  bring  Aviron's  products  to  the  point  that  the  company  could 
be  self-supporting  if  the  public  policy  is  revised  so  that  vaccine 
intervention  is  rewarded  on  a  level  playing  field  with  innovation 
in 

Mr.  BiLlRAKlS.  Please  summarize,  sir.  Maybe  you  can't  see  the 
light  there. 

Mr.  Read.  Thank  you,  Mr.  Chairman. 

In  conclusion,  I  would  like  to  point  out  that  this  subject  is  larger 
than  just  childhood  vaccines.  It  is  important  for  us  to  get  this  pol- 
icy right  because  the  new  biology  is  creating  opportunities  to  pre- 
vent all  sorts  of  diseases,  theoretically  anything.  So  who  knows 
what  opportunities  to  prevent  heart  disease  and  cancer  and  other 
sorts  of  preventive  technologies  that  may  now  make  economic  sense 
under  managed  care.  We  need  to  create  a  policy  environment  that 
is  supportive  for  those  high-risk,  long-term  projects. 

Thank  you  very  much. 

[The  prepared  statement  of  J.  Leighton  Read  follows:] 

Prepared  Statement  of  J.  Leighton  Read,  M.D.,  Chairman  and  CEO,  Aviron, 

Inc. 

Mr.  Chairman,  Members  of  the  Committee,  thank  you  for  the  opportunity  to 
speak  today  on  the  impact  of  the  Vaccines  for  Children  ("VFC")  program  on  private 
investment  in  vaccine  innovation. 

I  am  Leighton  Read,  Chairman  and  CEO  of  Aviron,  a  three-year  old  biopharma- 
ceutical  company  in  the  San  Francisco  Bay  area  established  specifically  to  create  a 
new  generation  of  childhood  vaccines  for  important  viral  infections.  Prior  to  found- 
ing this  company,  I  served  as  a  faculty  member  at  Harvard  Medical  School  and 
School  of  Public  Health  where  I  conducted  research  on  cost-effectiveness  methodolo- 
gies which  are  being  applied  today  to  determine  whether  new  medicines  and  vac- 
cines offer  good  value  for  money.  For  the  past  several  years,  I  have  been  involved 
in  the  organization  and  financing  of  several  successful  biomedical  start-up  compa- 
nies. 
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The  three  points  I  would  like  you  to  consider  are  that: 

•  The  dominant  role  of  the  Federal  Government  in  purchasing  today's  childhood 

vaccines  is  sending  the  wrong  signals  to  those  who  would  invest  private  capital 
in  creating  new  childhood  vaccines; 

•  Immunization  policy  must  take  into  account  the  rise  of  managed  care  systems 

which  will  soon  enroll  the  majority  of  American  citizens;  and 

•  Our  national  childhood  vaccine  policy  is  especially  important  right  now  because 

it  signals  the  way  we  will  reward  successml  innovators  in  many  other  critically 
important  areas  for  prevention. 

Currently,  I  am  spending  every  dav  speaking  to  investors  at  large  venture  capital, 
mutual,  pension  and  insurance  funds  regarding  vaccine  innovation  in  order  to  at- 
tract their  interest  in  supporting  Aviron's  programs.  One  of  the  things  which  makes 
this  difficult  is  government  policy  that  umntentionally  discourages,  rather  than  en- 
courages innovation  in  vaccines.  By  expanding  the  federal  share  of  childhood  vaccine 
purchases  to  over  80  percent,  the  VFC  has  reinforced  the  perception  that  the  gov- 
ernment arbitrarily  limits  the  potential  return  on  vaccine  R&D. 

Where  else  in  our  economy  do  we  ask  the  private  sector  to  put  several  hundred 
million  dollars  at  risk  to  develop  a  product  which  will  be  purchased  by  essentially 
one  customer,  without  the  opportumty  to  negotiate  price  in  advance?  The  concern 
is  that  a  dominant  gjovemment  purchaser  will  not  have  an  incentive  to  negotiate 
a  fair  price  after  the  innovator  has  taken  the  risks  of  product  development  and  reg- 
ulatory approval.  This  fear  of  arbitrary  confiscation  runs  deep,  as  I  have  personally 
heard  semor  pharmaceutical  executives  from  large  pharmaceutical  companies  say 
that  they  would  not  consider  AIDS  vaccine  R&D  because,  if  successful,  "the  govern- 
ment would  just  take  it  away." 

Polices  which  emphasize  only  the  "best  price"  for  today's  vaccines  are  seriously 
limiting  the  level  of  effort  being  devoted  to  vaccines  for  tomorrow's  children — and 
ourselves.  Policy  now  should  focus  on  what  is  a  continuing  system  of  vaccine  innova- 
tion, production,  and  utilization  in  light  of  two  major  environmental  changes  which 
are  completely  neglected  by  the  VFC  program:  (1)  the  rise  of  managed  care  systems; 
and  (2)  the  shift  of  biomedical  innovation  from  large  companies  to  small  ones,  with 
attendant  need  to  attract  private  capital  from  investors  who  have  confidence  that 
development  of  successful  vaccines  will  be  rewarded  in  the  marketplace. 

Think  about  the  economic  incentives  for  prevention  under  the  historical  system 
of  fee-for-service  reimbursement  to  providers  and  indemnity  insurance  for  patients. 
There  was  no  dollar  and  cents  advantage  for  patients,  doctors,  hospitals,  or  even  in- 
surance companies  to  keep  people  well. 

Our  health  care  system  is  now  being  dramatically  restructured  by  market  forces. 
By  1999,  the  year  Aviron  expects  to  market  its  first  vaccine,  over  100  million  Ameri- 
cans will  be  enrolled  in  managed  care  systems.  These  HMOs  and  their  capitated 
providers  now  have  clear  incentives  to  prevent  illness.  Through  their  formulary  and 

Eractice  guideline  committees,  HMOs  are  becoming  very  sophisticated  buyers  capa- 
le  of  analyzing  the  value  of  new  prevention  technologies  side-by-side  with  new 
therapies.  Increasingly,  they  are  getting  beyond  concern  with  unit  cost  to  the  real 
issue  of  balancing  cost  and  effectiveness. 

Under  this  scrutiny,  any  innovative  product  or  service  can  be  thought  of  as  falling 
into  one  of  three  categories.  Least  attractive  are  those  which  "buy  health  at  a  high 
price  per  unit  of  health,"  compared  to  interventions  which  "buy  health  at  a  low  price 
per  unit  of  health" — that  is,  those  which  provide  good  value  for  money.  Only  the 
rare  product  or  service  falls  in  a  third  category  where  its  use  actually  lowers  net 
health  care  costs  and  makes  a  contribution  to  health.  By  far  the  best  examples  of 
products  in  this  category  are  vaccines  for  prevention  of  infectious  disease. 

As  a  vaccine  innovator  with  a  high  degree  of  confidence  that  our  products  will 
offer  excellent  value  for  money,  I  would  prefer  to  negotiate  prices  in  a  marketplace 
comprised  of  well-informed  managed  care  buyers  than  with  a  dominant  government 
purchaser.  The  VFC  undermines  this  market.  I  understand  there  are  managed  care 
systems  obtaining  vaccine  supplies  at  federally-controlled  prices  through  their  state 
programs.  This  does  not  make  any  sense  if  you  want  to  encourage  vaccine  innova- 
tion. 

There  is  a  problem  with  leaving  all  prevention  decisions  to  the  HMOs.  It  is  that 
their  own  investment  time  horizon  may  be  limited  to  the  average  two  to  four  year 
tenure  of  members  within  a  given  plan.  This  can  be  partially  addressed  through 
government  and  medical  specialty  society  leadership  on  vaccine  guidelines  which 
are  a  component  of  the  quality  checklists  being  implemented  as  HMOs  begin  to  com- 
pete on  the  basis  of  quality  of  care.  We  should  also  try  to  develop  a  system  of  trans- 
fer payments  which  reward  HMOs  for  making  investments  in  their  member's  long 
term  health. 
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The  second  major  environmental  factor  for  vaccine  policy  is  that  the  center  of 
gravity  in  biomedical  innovation  has  shifted  from  the  large  drug  companies  to  small 
entrepreneurial  companies  such  as  Aviron.  As  the  power  of  the  "new  biology"  be- 
came apparent,  there  has  been  an  unprecedented  flow  of  billions  of  dollars  of  private 
capital  into  small  entrepreneurial  companies.  These  small  companies  have  proven 
to  be  more  effective  in  taking  basic  science  discoveries  to  the  next  step.  As  a  result, 
the  large  pharmaceutical  companies  are  increasingly  outsourcing  the  drug  and  vac- 
cine discovery  task,  and  concentrating  on  later  stage  clinical  development  and  chan- 
nels of  distribution. 

Biotechnology  investors  who  support  the  early  stage  of  vaccine  innovation  are  ex- 
quisitely sensitive  to  the  economic  signals  being  sent  from  Washington.  The  large 
pharmaceutical  companies  must  also  see  the  rewards  before  they  will  invest  in  the 
large,  expensive  climcal  trials  required  to  bring  a  new  vaccine  to  market. 

Aviron  s  history  illustrates  what  is  possible  in  terms  of  cutting-edge  vaccine  inno- 
vation and  what  is  at  risk.  Aviron  was  established  in  the  San  Francisco  Bay  Area 
in  1992,  based  on  skills  and  patented  technologies  of  my  co-founders:  distinguished 
virologists  from  the  Mount  Sinai  Medical  Center  in  New  York,  the  University  of 
Chicago,  and  the  University  of  Alabama  in  Birmingham.  Our  programs  address  the 
highest  priority  virus  vaccine  targets  Usted  in  en  Institute  of  Medicine  Study.  These 
include  new  vaccines  for  genital  herpes  (affecting  one  in  five  Americans),  respiratory 
sjmctial  virus  (the  most  frequent  cause  of  hospitalization  in  children  under  age  two), 
and  cytomegalovirus  (the  most  important  infectious  cause  of  birth  defects),  as  well 
as  improved  vaccines  for  influenza  and  chicken  pox.  Our  leading  program  may  be- 
come the  first  practical  way  to  prevent  influenza  in  children,  which  is  especially  im- 
portant for  working  parents  and  the  rest  of  us,  because  children  are  central  to  the 
spread  of  the  epidemic.  This  vaccine  is  being  developed  via  a  Cooperative  Research 
and  Development  Agreement  ("CRADA")  between  Aviron  and  the  National  Institute 
of  Allergy  and  Infectious  Diseases,  based  on  years  of  NIH-sponsored  research  and 
after  a  large  pharmaceutical  company  lost  interest  in  the  project. 

Aviron's  imtial  funding  of  $2.5  million  was  provided  by  a  small  group  of  venture 
capital  partnerships  anaindividual  investors  with  considerable  biotechnology  expe- 
rience. In  the  ensuing  year,  we  recruited  key  scientists,  estabhshed  our  laboratories, 
and  recruited  a  president  with  20  years  of  experience  at  a  leading  U.S.  company. 
Based  on  this  progress,  and  a  scientific  R&D  plan  to  create  several  new  childhood 
vaccines,  the  company  was  able  to  accomplish  a  second  private  placement  for  $15 
million  in  1993.  As  before,  most  of  the  money  came  from  venture  capital  partner- 
ships whose  funds  are  largely  derived  from  U.S.  insurance  and  pension  funds,  as 
well  as  university  endowments.  There  are  no  fat  cats  or  villains  here;  this  is  Amer- 
ican capital  at  work  on  projects  which  everyone  would  like  to  see  succeed. 

People  have  invested  in  our  company  on  the  belief  that  further  progress  on 
Aviron's  vaccine  projects  will  make  it  possible  for  us  to  raise  additional  funds  in  pri- 
vate and  public  markets  at  progressively  higher  prices  per  share.  Such  an  increase 
in  value  would  be  expected  as  risk  is  taken  out  of  the  portfolio  of  projects  by  suc- 
cessfully guiding  them  through  research,  pre-clinical,  and  clinical  development. 

In  contrast  to  most  biotechnology  and  pharmaceutical  innovation,  our  strategy  for 
profitability  is  based  on  high  volume  sales,  rather  than  high  prices,  as  we  target 
a  large  portion  of  the  population.  Whether  Aviron  builds  its  own  manufacturing  and 
S£des  inirastructure  or  partners  with  a  large  pharmaceutical  company  ttiat  provides 
these  elements,  the  availability  of  capital  all  along  the  way  depends  on  perceptions 
of  the  ability  to  build  future  value  by  making  progress  towards  commercially  inter- 
esting markets.  The  reward  will  depend  on  the  size  of  the  market,  product  price, 
and  the  cost  of  making  and  selling  each  dose. 

Aviron's  investors  have  been  persuaded  that  underlying  changes  in  the  health 
care  system  should  create  a  favorable  environment  for  preventive  technology.  We 
have  argued  that  the  coming  years  will  see  a  shift  in  emphasis  from  a  simple  price 
concerns  to  value  for  money.  Every  study  of  vaccines  I  have  reviewed  show  that, 
used  as  recommended,  they  are  either  net-cost  savings  to  the  system,  or  fall  in  the 
most  desirable  end  of  the  spectrum  value  for  money,  comparing  very  well  with  near- 
ly any  therapeutic  intervention  in  terms  of  health  benefits  purchased  per  dollar 
spent. 

To  bring  the  products  in  our  pipeline  to  market,  Aviron's  programs  will  require 
further  investment  of  an  additional  $120  million  before  we  have  the  chance  of  sup- 

gorting  our  R&D  based  on  our  own  profits.  I  believe  that  we  can  raise  the  money, 
etween  equity  markets  and  partnerships  with  large  pharmaceutical  companies,  if 
public  policy  is  revised  so  that  vaccine  innovation  is  rewarded  on  a  level  playing  field 
with  innovation  in  therapeutics.  We  must  find  a  way  to  improve  predictability  of 
vaccine  pricing  so  that  innovators  will  not  worry  about  having  the  fruits  of  tneir 
work  mispriced  simply  because  they  are  important.  That  is  the  only  way  that  pre- 
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vention  technology  can  compete  with  investment  opportunities  in  multimedia,  soft- 
ware, telecommunications  or  fast  food  restaurants. 

There  are  other  important  issues,  such  as  FDA  reform,  product  liability,  and  fed- 
eral technology  transfer  which  can  also  accelerate  the  availability  of  new  vaccines. 
I  hope  you  wul  resist  proposals  to  cut  the  budget  of  the  Agency  for  Health  Care  Pol- 
icy and  Research,  which  performs  valuable  research  on  the  cost  effectiveness  of  med- 
ical interventions.  Health  services  research,  as  well  as  the  biomedical  research  en- 
terprise embodied  in  the  NIH's  programs,  are  critical  components  of  the  "infrastruc- 
ture" which  enables  a  continuing  stream  of  innovative  vaccine  technologies. 

Mr.  Chairman,  the  difficult  decisions  that  the  Committee  must  make  over  the 
next  few  weeks  concerning  revisions  to  the  VFC  program  will  have  an  important 
impact  beyond  the  current  subject,  because  the  way  we  buy  childhood  vaccines  in 
this  country  is  a  key  economic  signal  for  those  who  would  commit  private  capital 
to  other  prevention  technologies.  Who  knows  which  insights  from  the  new  biology 
will  lead  to  vaccines  for  heart  disease  or  various  cancers?  Let's  make  sure  the  sys- 
tem is  set  to  reward  the  effort  and  enormous  risks  that  will  be  required  to  bring 
such  important  innovations  forward. 

Aviron  seeks  to  work  with  the  Committee  to  develop  a  vaccine  program  that  en- 
sures a  fair  price  for  childhood  vaccines.  This,  in  turn,  will  ensure  development  of 
newer  and  more  effective  vaccines  for  this  nation's  children. 

Thank  you.  I  would  be  pleased  to  answer  your  questions. 

Mr.  BiLiRAKls.  Thank  you  very  much,  sir. 
Mr.  Gordon. 

STATEMENT  OF  LANCE  K,  GORDON 

Mr.  Gordon.  Thank  you,  Mr.  Chairman,  members  of  the  sub- 
committee. 

By  targeting  for  improved  vaccine  distribution  and  effectiveness 
through  cost  control,  the  VFC  is  compromising  the  very  innovation 
that  may  in  fact  accomplish  its  initial  objectives. 

We  look  at  seme  of  the  accomplishments  over  the  past  years  of 
biotechnology,  applied  both  in  the  biotechnology  companies  and  the 
established  pharmaceutical  companies.  They  have  included  im- 
provements in  safety.  There  are  I  think  10  different  types  of  vac- 
cines in  development  that  have  much  higher  safety  records.  Effec- 
tiveness. If  we  look  again  at  the  effectiveness  of  many  of  the  cur- 
rent pediatric  vaccines,  there  is  substantial  room  for  improvement. 

On  a  cost  basis  the  hepatitis  b  vaccines  have  been  brought  down 
remarkably  in  cost  through  the  application  of  recombinant  DNA 
technologies. 

The  combination  strategies  being  used  which  would  reduce  the 
administration  costs,  which  we  heard  from  the  GAO  is  actually  the 
largest  portion  of  the  cost  associated  with  our  vaccine  problems, 
and  efforts  going  on  in  other  companies  such  as  my  own  to  refor- 
mulate vaccines  as  oral  products  which  could  avoid  all  of  the  cost 
associated  with  trained  health  care  personnel. 

I  would  just  like  to  comment  briefly  on  some  of  my  background 
and  particularly  that  in  financing  biotechnology  companies.  I've 
been  in  the  vaccine  business  for  15  years,  during  which  time  I  was 
the  venturer  of  the  hemophilus  influenza  b  vaccine,  mentioned  ear- 
lier by  the  director  of  the  CDC.  I  have  also  raised  at  this  point  over 
$100  million  for  companies  of  which  I  was  CEO. 

My  thanks  to  the  chairman  here  but  my  title  is  actually  presi- 
dent and  chief  executive  officer.  I  have  a  chairman  who  keeps  an 
eye  out  on  me. 

OraVax  has  raised  $38  million  in  private  venture  capital,  that 
through  many  of  the  leading  venture  capitalists  here  in  the  U.S. 
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and  internationally,  including  several  governments,  including  the 
Belgian,  the  Singapore  and  the  French  governments. 

Recently,  we  had  the  notable  accomplishment  of  completing  a 
public  financing  and  raising  an  additional  $23  million. 

Having  been  on  the  road  show  for  the  past  month,  I  think  that 
gives  me  probably  some  of  the  most  current  and  broadest  experi- 
ence with  in  fact  what  are  the  investors  sentiments  today.  There 
is  a  very  great  concern  that  the  government  has  specifically  tar- 
geted for  revenues  reduction  and  margins  reduction  in  the  field  of 
vaccines. 

My  background  is  pediatric  vaccines,  infant  meningitis,  protests 
and  others.  But  we  have  found  it  necessary  at  OraVax  in  order  to 
have  the  kind  of  development  and  growth  we  have  had  to  target 
our  products  away  from  pediatric  vaccines.  My  company  is  cur- 
rently developing  two  adult  vaccines  and  one  preventative  treat- 
ment product.  These  address  viral  pneumonia,  ulcer,  gastritis  and 
antibiotic  associated  diarrhea.  My  experience  has  been  that  the  in- 
vestors are  not  willing  to  fund  pediatric  vaccine  development. 

That  originates  in  the  historical  perspective  on  the  vaccine  indus- 
try. If  we  go  back  to  the  beginning  of  the  1980's  when  I  entered 
the  vaccine  field,  in  1980  the  aggregate  market  for  sales  of  DTP  in 
the  U.S.,  all  manufacturers  combined,  was  approximately  $6  mil- 
lion and  that  was  shared  by  nine  manufacturers  back  in  1980.  That 
is  hardly  an  industry  that  can  warrant  the  hundreds  of  millions  of 
dollars  necessary  to  oring  a  new  product  to  market. 

If  you  also  look  at  what  happened  during  the  past  15  years  in 
the  vaccines  industry  in  the  U.S.  some  of  the  companies  such  as 
Merrill  National,  abandoned  the  vaccines  before  product  liabilities 
was  a  driving  force.  They  not  only  abandoned  DTP  but  they  wrote 
off  as  a  tax  loss,  donated  their  entire  facilities'  product  lines  to  the 
Salk  Institute  in  that  case. 

Other  companies  such  as  GLAXO  and  Burroughs  Wellcome  more 
recently  have  not  only  abandoned  DTP  but  all  vaccines  initiatives. 
We  have  a  diminishing  industry,  an  industry  that  needs  the  kind 
of  opportunity  incentives  represented  by  a  viable  product  area. 

In  the  late  1980's,  product  liability  problems  thanks  to  the  act  of 
Congress,  the  1986  Childhood  Vaccine  Injury  Act,  were  satisfied. 
Also  we  had  the  introduction  of  new  products.  The  hemophilus  in- 
fluenza b  vaccine,  proprietary  products  from  two  different  manufac- 
turers introduced  in  the  late  1980's,  hepatitis  b  vaccine  penetration 
created  new  excitement. 

Mr.  BiLlRAKls.  Please  summarize,  sir. 

Mr.  Gordon.  I  would  just  like  to  add  one  other  major  point. 
When  we  present  this  kind  of  a  company  and  these  kind  of  product 
objectives  to  the  investors,  the  average  venture  capitalist  in  the 
U.S.  receives  300  to  1500  business  plans  a  year,  3  to  5  each  and 
every  day.  They  have  standard  criteria,  one  of  which  is  a  minimum 
25  percent  annual  rate  of  return  discounted  for  time  to  market. 
Given  five  business  plans  a  day  for  many  of  these  people,  any  busi- 
ness opportunity  which  government  has  formally  taken  the  position 
that  it  will  reduce  the  revenues  and  reduce  the  margins  is  the  first 
one  to  hit  the  trash  can. 

My  greatest  fear  is  we  have  pushed  this  industry  back  to  what 
it  was  in  the  1970's. 
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[The  prepared  statement  of  Lance  K.  Grordon  follows:] 

Prepared  Statement  of  Lance  K.  Gordon,  Ph.D.,  OraVax,  Inc. 

A.  Background 

I'd  first  like  to  explain  m^  qualifications  to  comment  on  the  financibility  of  vaccine 
development.  I  have  been  in  the  vaccines  industry  since  1980,  for  seven  years  with 
Connaught  Laboratories  where  I  was  the  inventor  of  the  first  vaccine  for  infant 
meningitis  (Hib),  Ucensed  in  1987,  followed  by  a  brief  stint  working  on  non-vaccine 
pharmaceutical  products  as  an  Associate  Medical  Director  for  Squibb  in  Princeton, 
and  then  back  into  vaccines  in  1988  as  CEO  of  a  start  up  vaccines  company,  Selcore 
Labs  which  we  took  pubUc  as  American  Vaccine  Corp.,  now  known  as  North  Amer- 
ican Vaccine.  In  1990  I  started  OraVax  together  with  scientists  and  venture  capital 
investors  in  Cambridge  Massachusetts.  Over  the  first  five  years  we  raised  $38  mil- 
lion through  five  rounds  of  venture  capital  financing  to  support  the  development  of 
new  vaccines  based  principally  on  mucosal  immumty.  Last  week  OraVax  had  the 
notable  accomplishment  of  completing  a  successful  Initial  Public  Offering,  raising  an 
additional  $23  million  dollars  in  equity  capital. 

Earlier  this  year  we  announced  the  formation  of  a  joint  venture  with  Pasteur 
Merieux  for  commercialization  of  one  of  our  product  candidates,  a  therapeutic  and 
prophylactic  adult  vaccine  for  Helicobacter  pylori,  the  cause  of  ulcers  and  chronic 

fastritis.  Under  the  jv  OraVax  and  Merieux  share  equally  the  remaining  costs  of 
evelopment  and  profits  from  sales  world  wide.  OraVax  continues  the  independent 
development  of  a  prophylactic  treatment  product  for  infant  viral  pneumonia  and  a 
vaccine  for  antibiotic  associated  diarrhea,  an  adult  vaccine. 

My  comments  are  based  on  my  experience  of  developing  vaccines  with  an  estab- 
lished company  and  over  the  past  seven  years  of  financing  vaccine  R&D  through  pri- 
vate investors,  professional  venture  capital  investors,  institutional  investors  and 
public  investors.  I  beUeve  that  my  comments  are  an  accurate  reflection  of  the  per- 
ceptions of  my  peers  in  the  Biotechnology  industry  and  of  the  investment  commu- 
nities through  whom  we  receive  our  financing. 

B.  Historical  perspective 

When  I  entered  commercial  vaccine  development  in  1980  the  aggregate  US  mar- 
ket for  the  core  pediatric  vaccine,  DTP,  was  approximately  $6  million,  a  market  that 
was  shared  by  9  manufactures.  The  price  per  15  dose  vial  of  vaccine  at  that  time 
was  less  than  $2.50.  Some  manufacturers  were  distributing  their  vaccines  at  a  loss 
principally  to  get  their  catalogues  in  the  hands  of  customers  who  might  buy  more 
profitable  products.  In  the  mid  1980's  the  industry  was  defending  itself  against  ex- 
cessive vaccine  iryury  claims.  While  it  remains  unproven  if  the  vaccine  was  respon- 
sible for  the  serious  events  it  was  well  known  that  the  vaccines  induced  fevers  in 
as  many  as  half  of  all  recipients.  Although  the  basis  of  many  adverse  reactions  was 
well  understood,  changes  in  vaccine  would  have  required  several  years  of  expensive 
preclinical  research,  clinical  trials,  changes  in  manufacturing  procedures  and 
amendment  of  facility  and  product  licenses,  incremental  improvements  could  not  be 
made.  These  requirements  precluded  implementing  any  but  the  most  major  changes 
in  a  product  which  would  sdlow  repositioning  it  in  the  market.  Given  the  low  profit 
mareins  for  the  products,  the  liability  problems  and  the  high  costs  of  developing  a 
fundamentally  new  DTP  vaccine  most  of  the  manufacturers  abandoned  the  effort. 
Of  the  nine  commercial  vaccine  manufacturers  we  started  the  decade  with,  only  two 
continued  to  manufacture  and  distribute  the  DTP  product  by  the  mid  80's.  Some 
such  as  Merrill  National,  Glaxo  and  Burroughs  W^ellcome  abandoned  not  only  the 
DTP  product  but  their  entire  interest  in  vaccines.  As  recently  as  last  year  Smith 
Kline  Beecham  contemplated  exiting  the  vaccines  business. 

When  I  left;  Connaught  in  1987  none  of  the  US  companies  were  expanding  their 
vaccine  businesses.  Consequently  I  moved  into  the  therapeutic  drugs  field  at  Squibb. 
In  1988  funding  was  established  for  the  1986  Childhood  Vaccines  Injury  Act  which 
limited  product  liability  concerns  and  stimulated  interest  in  renewed  efforts  toward 
vaccine  development.  Almost  simultaneous  events  were  market  introduction  of  the 
Hib  vaccines  for  childhood  meningitis  and  growing  market  acceptance  of  the  Hepa- 
titis B  vaccine,  both  of  which  were  proprietary  products  with  healthy  gross  margins. 
Sales  of  the  DTP  vaccine  in  the  US  had  grown  to  almost  $300  million.  AllJiough 
the  larger  sales  were,  due  almost  entirely  to  product  liability  generated  price  in- 
creases, the  market  was  now  large  enough  to  justify  efforts  to  develop  new  genera- 
tion products.  Based  on  the  new  opportunity  I  accepted  the  position  of  CEO  of 
Selcore  Laboratories,  a  startup  company  with  the  objective  of  developing  a  new, 
more  effective  and  safer,  DTP  vaccine.  Over  the  next  two  years  we  were  able  to  at- 
tract a  small  amount  of  private  financing,  take  the  company  public  and  raise  the 
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capital  necessary  to  produce  and  initiate  clinical  development  of  the  product.  During 
the  past  five  years  with  OraVax  we  have  been  successful  in  raising  both  private  and 
public  equity  capital  to  fund  development  of  a  pediatric  treatment  product  and  adult 
vaccines.  In  my  experience,  financing  development  of  pediatric  vaccines,  which  has 
never  been  easy,  is  virtually  impossible  today. 

My  biggest  fear  in  regard  to  government  efforts  to  reduce  vaccine  prices  and  make 
them  commodity  products  is  that  the  vaccine  field  will  be  forced  back  to  the  situa- 
tion of  the  1970's  and  much  of  the  80's;  non-proprietary,  undifferentiated  products 
with  low  margins  and  little  or  no  funding,  either  in  the  established  companies  or 
in  biotechnology  companies,  for  product  improvement  or  the  development  of  new 
vaccines. 

C.  Requirements  for  financing  a  biotechnology  company 

The  ability  to  finance  a  pediatric  vaccine  in  a  biotechnology  company  is  insepa- 
rable financing  of  the  company.  Since  we  don't  generally  have  oroduct  revenues,  our 
value  is  in  the  products  under  development.  Investors  have  (ieveloped  a  set  of  cri- 
teria for  funding  biotechnology  companies.  These  criteria  are  revised  from  time  to 
time  based  on  what  is  happening  in  the  industry  and  in  the  stock  market.  The  cri- 
teria are  a  concern  to  all  investors,  private  individuals,  professional  venture  capital 
firms,  institutional  investors  such  as  insurance  companies  and  banks,  and  public  in- 
vestors. The  degree  to  which  the  criteria  are  applied  is  directly  proportional  to  the 
stage  of  development  of  the  company  and  the  amount  of  capital  needed  for  product 
development. 

The  company  must  be  well  differentiated  from  others.  The  average  venture  capital 
investor  receives  300  to  1,500  business  plans  annually.  Competition,  entrenched  po- 
sitions of  others  and  contentious  intellectual  property  issues  reduces  the  probability 
that  the  company  will  have  time  for  successful  product  development. 

There  is  tremendous  opportunity  for  differentiation  of  pediatric  vaccine  projects 
in  biotechnology  companies  from  the  established  pharmaceutical  companies.  The  re- 
duction in  the  number  of  large  companies  in  the  vaccine  field  over  the  past  15  years 
itself  has  created  the  opportunity  for  new  enterprises.  In  addition  the  established 
companies  frequently  suffer  from  entrenched  technologies  and  product  strategies.  As 
in  all  other  segments  of  pharmaceutical  products  biotechnology  has  created  new  op- 
portunities. 

A  core  proprietary  technology  capable  of  broad  application.  The  technology  of  the 
company  must  have  the  capabUity  of  being  applied  to  several  products.  Investors  are 
all  too  well  aware  that  any  one  product  objective  may  fail. 

There  is  a  major  move  in  the  industry  and  in  public  health  policy  to  move  fi-om 
vaccines  for  individual  pediatric  diseases  to  combination  vaccines.  This  has  the  per- 
ceived public  health  advantages  of  reducing  the  numbier  of  separate  injections,  in- 
creasing compliance,  reducing  costs,  and  improving  coverage.  For  the  biotechnology 
company  it  may  mean  that  they  have  no  hope  of  actually  reaching  the  market  place 
on  their  own.  In  OraVax's  case  we  have  proprietary  technology  with  the  potential 
for  developing  an  oral  hepatitis  B  vaccine.  However  since  efforts  already  well  under 
way  to  combine  Hepatitis  B  antigens  with  the  DTP  vaccine,  it  is  impractical  to  de- 
velop the  product  alone.  In  fact  in  the  past  few  years  we  have  licensed  a  combina- 
tion of  DTP  and  Hib.  New  versions  of  any  of  the  antigens  in  a  combination  product 
would  likely  not  be  accepted  as  stand  alone  products.  The  same  applies  to  virtually 
aiw  vaccine  intended  for  routine  pediatric  use. 

The  products  of  the  company  must  have  the  ability  to  generate  a  25%  to  35%  an- 
nual rate  of  return  based  on  a  cash  flow  analysis  discounted  for  time  to  market.  The 
rate  is  set  high  because  the  time  it  takes  to  realize  a  return,  competing  investment 
opportunities  and  the  proportion  of  investments  that  fail. 

This  is  an  area  under  direct  attack  by  the  governments  eftbrts  to  control  vaccine 
pricing.  Investors  can  not  and  do  not  commit  funds  when  there  is  not  a  annual  dis- 
counted rate  of  return  that  meets  their  criteria.  I  have  been  directly  told  by  several 
venture  capitel  investors  that  they  are  convinced  it  would  be  impossible  to  have  an 
acceptable  rate  of  return  for  vaccines  subject  to  government  controlled  pricing. 
When  the  President's  plan  to  nationalize  vaccine  purchase  and  control  pricing  was 
announced,  OraVax  was  in  the  process  of  completing  a  round  of  venture  capited  fi- 
nancing. In  fact  we  had  already  received  commitments  from  investors  for  the  full 
amount  of  the  intended  financing,  we  had  not  however  closed  the  round  or  received 
the  money.  Due  specifically  to  concerns  about  government  intervention,  at  least  two 
of  the  investors  withdrew  their  commitments.  After  much  discussion,  showing  the 
investors  that  OraVax  did  not  have  any  pediatric  vaccine  product  objectives,  and 
that  the  health  care  plan  was  specifically  targeted  to  pediatric  vaccines,  we  were 
able  to  bring  back  the  commitments  and  complete  the  round  as  planned.  Concern 
remains  however  that  the  pricing  controls  and  bulk  government  purchase  with  its 
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deep  discount  demands  may  be  extended  to  adult  vaccines.  On  the  road  show  for 
our  IPO  earlier  this  month  several  institutional  investors  continue  to  be  worried 
about  whether  a  successful  vaccine,  even  if  widely  used,  can  achieve  acceptable  re- 
turns. 

The  investor  must  see  a  viable  "exit  strategy",  how  are  they  going  to  get  their 
money  out  of  the  company.  Ventvire  capital  investments  are  generally  not  liquid. 
There  are  three  principal  exit  strategies  todajy. 

1)  The  biotech  company  will  be  acquired  by  an  established  pharmaceutical  com- 
pany. 

Acquisition  is  viewed  as  a  possible  exit  strategy.  There  have  been  a  number  of 
such  acquisition  in  biotechnology  broadly  over  the  last  year.  Acquisitions  in  the  vac- 
cine industry  include  American  Cyanamid's  acquisition  of  Praxis  in  the  mid  1980's, 
and  Merieux's  acquisition  of  Connaught.  Within  the  past  year  American  Home  Prod- 
ucts acquisition  of  Lederle-Praxis  as  part  of  the  American  Cyanamid  acquisition.  A 
review  of  which  vaccine  biotechnology  companies  have  been  acquired  shows  tiiat 
they  already  had  licensed  products  or  significant  products  ready  to  enter  the  mar- 
ket. 

2)  The  biotech  company  will  go  public  so  that  investors  can  sell  their  shares  on 
the  open  market. 

Due  to  the  failures  of  several  biotechnology  product  development  programs  over 
the  past  year  the  hurdles  to  an  IPO  are  very  high.  Today's  minimum  requirements 
include  a  well  differentiated  strategy,  strong  proprietary  position,  a  broad  range  of 
product  opportunity,  specific  product  in  clinical  with  some  evidence  of  clinical  effi- 
cacy, and  a  corporate  partner  to  validate  the  product  and  help  reduce  tiie  risks  of 
commercialization. 

3)  The  company  will  find  a  method  to  minimize  the  cash  requirements  to  get  to 
profitability  and  become  self  sustaining  based  on  venture  capital  financing.  Gains 
could  then  be  realized  through  payment  of  dividends  or  ultimately  tiirougn  one  of 
the  above  methods. 

While  every  entrepreneurial  company  should  strive  to  achieve  profitability  with 
the  minimum  dilution  \o  its  stock  holders,  the  probability  of  developing  a  fully  inte- 
grated pharmaceutical  company  based  on  venture  capital  financing  is  virtually  non- 
existent. Regulatory  constraints,  sometimes  requiring  multiple  expensive  phase  III 
field  trials  and  development  of  manufacturing  facilities  and  staff,  prior  to  proving 
that  a  product  works  in  Phase  III,  are  generally  insurmountable  barriers  to  going 
it  alone.  While  the  frequently  cited  numbers  of  $200  million  are  some  what  exagger- 
ated for  a  typical  vaccine,  certainly  $100  million  to  actual  market  introduction 
would  be  a  great  accomplishment.  Venture  capital  investors  rarely  fund  a  company 
beyond  an  aggregate  of  $50  million  and  never  for  a  single  product. 

The  company  must  have  products  in  advanced  clinical  trial,  either  already  in 
phase  III  efficacy  studies  or  with  evidence  of  safety  and  activity  in  humans. 

This  is  clearly  not  a  requirement  for  start  up  companies,  however  it  is  applied 
stringently  when  a  company  is  considering  going  public.  Even  earlier  in  product  de- 
velopment it  is  a  chicken  and  egg  problem.  Completing  preclinical  development  and 
pilot  manufacture  of  prototjrpe  lot  meeting  FDA  requirements  for  initiating  clinical 
trials  costs  at  a  minimum  several  million  dollars.  The  company  must  have  compel- 
ling data  to  attract  the  private  financing  to  get  to  the  clinic^  stage. 

iThe  company  must  have  a  corporate  partner.  Investors  realize  they  are  not  com- 
petent to  fully  evaluate  the  validity  of  the  companies  technology  or  the  commercial 
potential.  They  look  to  the  establisned  company  to  validate  the  technology.  Venture 
capital  investors  realize  they  can  not  fund  a  project  to  market  introduction,  they 
look  to  the  corporate  partner  for  fully  fund  advanced  development  or  at  least  to  off- 
set the  cost  of  development. 

Since  many  established  companies  have  entirely  left  the  pediatric  vaccine  field  be- 
cause of  low  profitability  and  product  liability,  and  those  tliat  are  left  see  the  mar- 
gins threatened  by  the  federal  programs,  it  is  very  difficult  to  attract  a  partner  dur- 
ing early  development. 

The  product  opportunities  of  the  company  must  have  a  positive 
pharmacoeconomics  profile  allowing  a  reduction  in  current  health  care  system  direct 
costs  while  retaining  significant  profit  margins. 

It  is  difficult  to  conceive  of  a  pediatric  vaccine  that  would  not  have  a  cost  savings 
effect  on  the  health  care  system.  However  with  the  efforts  to  minimize  profitability 
of  pediatric  vaccines,  it  is  difficult  to  see  how  a  biotech  can  finance  actual  commer- 
cialization itself 

The  potential  for  relatively  short  development  time  lines.  A  compelling  argument 
must  be  made  that  the  product  has  a  potential  for  positive  cash  flow  within  an  ap- 
proximately five  year  period. 
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Development  timelines  for  vaccine  products  are  almost  always  over  five  years. 
Consequently  the  company  must  start  out  with  a  "seed"  technology,  such  as  a  prod- 
uct already  in  development,  or  an  inlicensed  technology  with  already  significant  de- 
velopment history  or  oe  able  to  finance  through  the  vedue  of  other  assets. 

D.  Additional  investor  views  of  pediatric  vaccines 

Pediatric  vaccines  are  not  viewed  as  a  special  category  by  the  investment  commu- 
nity. Investors  bv  definition  are  strict  capitalists.  The  vaccines  are  subject  to  tiie 
same  criteria  and  diligence  as  any  other  commercial  opportunity. 

The  generfd  perception  is  that  vaccines  have  always  been  viewed  as  a  weak  seg- 
ment 01  the  pharmaceutical  market.  Traditionally  they  have  been  low  margin  prod- 
ucts with  several  companies  competing  for  market  share.  Investors  are  also  very 
aware  of  the  problems  with  vaccine  injury  liability  that  have  plagued  the  industry, 
especially  during  the  1980's. 

The  general  perceptions  of  investors  are  not  significantly  different  from  what  we 
have  encountered  in  Japan,  a  country  with  a  vaccine  industry  similar  to  the  US 
prior  to  the  mid  1980's.  I  have  spent  three  weeks  in  Japan  meeting  with  investor 
groups  and  with  sixteen  Japanese  pharmaceutical  companies.  Without  exception 
when  I  discussed  our  interest  in  pediatric  vaccines  I  have  been  told  that  they  have 
no  interest.  This  includes  those  companies  who  are  currently  manufacturing  and 
selling  pediatric  vaccines  in  Japan.  The  products  are  viewed  as  government  spon- 
sored programs  done  as  a  public  service.  We  have  been  referred  for  those  products 
to  institutes  in  Japan  who  themselves  have  sparse  resources.  In  contrast  the  Japa- 
nese Pharma  companies  have  been  aggressively  interested  in  our  Helicobacter  pyk»ri 
adult  vaccine,  even  there  principally  for  its  therapeutic  activity. 

E.  Recommendations 

Vaccines  for  Children — The  US  government  should  not  have  the  ability  to  control 
pricing  of  vaccines  differently  than  any  other  pharmaceutical  product.  As  a  related 
issue,  the  government  should  not  increase  the  proportion  of  pediatric  vaccines  it 
purchases.  It  is  an  equally  destructive  way  of  lower  prices  and  profit  incentives  and 
reinforces  the  consumers  impression  that  vaccines  are  not  very  important  "If  its 
free,  it  must  not  be  worth  much".  So  long  as  investors  believe  that  the  government 
will  control  the  return  on  investment  potential  for  new  or  improved  pediatric  vac- 
cines, it  will  be  difficult  to  impossible  to  attract  financing  to  a  biotechnology  com- 
pany developing  them.  Their  minimum  include  a  25%  annual  rate  of  return  dis- 
counted for  time  to  market.  They  will  not  invest  in  products  with  externally  con- 
trolled margins. 

The  regulatory  process  in  the  US  must  be  updated,  particularly  in  regard  to  vac- 
cines. The  Center  for  Biologies  Evaluation  and  Review  (CBER)  of  the  FDA  requires 
that  all  biologic  products,  prior  to  marketing  have  not  only  a  product  license  but 
also  a  establishment  license — specific  to  each  product.  This  regulation  was  created 
in  because  at  the  time  of  its  creation  most  products,  such  as  the  whole  cell  pertussis 
vaccine  were  poorly  defined  products  that  could  change  their  safety  and/or  effective- 
ness in  unpredictable  ways  following  even  minor  changes  in  production  process.  This 
standard  is  entirely  inappropriate  today.  Many  if  not  most  vaccines  today  can  be 
controlled  by  simple  chemical,  immunological  or  other  modem  laboratory  assays.  It 
should  not  be  necessary  today  to  regulate  or  control  a  product,  beyond  the  GMP 
standards  as  applied  to  other  pharmaceuticals,  based  on  the  geographical  location 
of  production,  and  details  of  production  equipment.  Defined  products  should  be  con- 
trolled based  on  the  product,  not  the  shape  of  the  tank  it  was  produced  in.  The  es- 
tablishment license  requirement  unique  to  vaccines  and  biologic  products  should  be 
abandoned  in  favor  of  control  based  on  product  specifications  as  is  routine  practice 
for  other  pharmaceutical  products. 

An  important  corollary  of  the  establishment  license  requirement  is  the  policy  that 
Phase  III  clinical  trials  done  to  obtain  market  approval  must  be  done  in  the  estab- 
lishment to  be  licensed.  This  has  required  companies  such  as  Zoma,  Synergen, 
Repligen  and  many  others  to  invest  in  commercial  production  facilities,  often  over 
$30  tnillion  in  construction  costs  alone,  prior  to  knowing  if  the  products  would  work 
in  the  clinic.  A  much  more  acceptable  regulatory  approach  is  to  continue  requiring 
manufacture  of  clinical  trial  supplies  in  GMP  compliance  in  an  acceptable  pilot 
plant  and  allow  phase  III  studies  with  well  defined  product  from  pilot  manufacture. 
Companies  would  then  find  it  easier  to  get  the  capital  to  enter  manufacturing  on 
the  strength  of  buying  a  product  with  proven  utility.  The  regulatory  objectives  could 
be  satisfied  comfortably  by  requiring  solid  evidence  of  comparability  of  consistence 
lots  from  full  scale  manufacturing  with  retention  samples  of  product  used  in  the 
Phase  III  field  trials.  As  needed  small  clinical  studies  can  also  be  used  to  provide 
statistical  proof  in  the  target  human  populations  that  the  product  from  pilot  plant 
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and  manufacturing  plant  are  equivalent.  The  uniform  requirement  for  an  establish- 
ment license  for  vaccines  is  a  hold  over  from  an  earlier  era.  It  represents  the  single 
largest  hurdle  a  biotechnology  company  faces  in  advanced  product  development. 

Mr.  BiLlRAKiS.  Thank  you,  Mr.  Gordon. 
Mr.  Douglas. 

STATEMENT  OF  R.  GORDON  DOUGLAS,  JR. 

Mr.  Douglas.  Thank  you,  Mr.  Chairman. 

My  name  is  Gordon  Douglas.  I  am  a  physician,  a  specialist  in  in- 
fectious diseases,  and  I  am  president  of  Merck's  vaccine  business. 
I  am  also  a  mem.ber  of  the  National  Vaccine  Advisory  Committee. 

I  would  like  to  focus  my  comments  on  what  I  believe  has  hap- 
pened in  the  Nation's  research  and  development  efforts  to  bring 
new  and  wonderful  vaccines  to  our  children  since  creation  of  the 
Vaccine  For  Children's  program. 

We  at  Merck  share  the  goal  of  full  immunization  for  our  Nation's 
children  and  we  believe  that  many  new,  wonderful  vaccines  can  be 
brought  forward,  such  as  vaccines  for  Lyme  disease,  herpes  simplex 
and  maybe  some  forms  of  cancer  can  be  controlled.  But  all  of  this 
is  dependent  on  a  healthy  national  vaccine  R&D  climate  and  the 
VFC  has  seriously  damaged  that. 

As  you  heard  here  on  this  panel,  research  and  development  on 
vaccines  is  primarily  supported  in  three  very  different  ways,  first 
through  taxpayer  dollars  that  are  used  to  support  basic  research  at 
the  NIH.  Second,  and  the  majority  of  vaccine  research  is  done  by 
private  companies.  Almost  all  of  the  technical  expertise  and  some 
of  the  basic  science  resides  in  the  private  industry.  And,  finally, 
many  new  ideas  are  supported  through  smaller  biotech  companies. 

What  concerns  me  is  that  all  three  of  these  funding  sources  are 
in  jeopardy.  The  Vaccine  For  Children's  program  will  increase  the 
public  purchase,  as  we  heard  earlier,  of  vaccines  from  about  50  per- 
cent to  80  percent.  The  CDC  estimates  77/23  split.  Since  a  product 
such  as  our  MMR,  the  discount  for  the  Federal  purchase  is  about 
50  percent,  you  can  see  that  the  shifts  in  market  due  to  VFC  re- 
sults in  substantial  reduction  in  cash-flow. 

This  point  is  critical,  Mr.  Chairman,  because  for  several  reasons 
intrinsic  to  vaccine  R&D,  a  sustained  long-term  investment  of  re- 
sources is  required  to  maximize  the  potential  for  innovation.  It  is 
cash-flow  that  drives  our  ability  to  fund  vaccine  R&D. 

The  Mercer  study  was  initiated  by  the  National  Vaccine  Advisory 
Committee  by  a  resolution  that  recommends  that  the  Secretary  ac- 
quire a  thorough  analysis  of  the  effect  of  the  statutory  price  limita- 
tion under  the  VFC  program  on  R&D.  Our  meetings  with  the  Mer- 
cer Group  were  constructive,  they  were  cordial  and  we  were  im- 
pressed with  their  understanding  of  the  vaccine  industry.  The  Mer- 
cer group  was  fully  informed  of  the  anticipated  scope  of  the  discus- 
sion prior  to  their  visit. 

Their  report  back  to  us  at  the  second  meeting  was  notable  for  the 
accuracy  with  which  they  portrayed  the  vaccine  business,  even  in 
the  absence  of  some  information  that  we  consider  proprietary. 
Thus,  the  Mercer  study  has  documented  the  financial  dynamics  of 
the  vaccine  industry  in  the  United  States. 

The  NVAC  reviewed  the  Mercer  study  in  our  May  1995  meeting. 
Unfortunately,  Mercer  consultants  were  not  allowed  to  predict  the 
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program's  effect  on  vaccine  R&D,  although  they  had  a  data  base  to 
do  so.  The  administration's  rationale  was  to  wait  until  the  exact 
percentage  of  public/private  shift  had  occurred  before  calculating 
the  effect  on  the  vaccine  industry.  But  the  lead  time  to  bring  a  new 
vaccine  to  market  is  10  to  12  years  at  least.  For  chicken  pox  vac- 
cine, it  took  30  years. 

Those  investment  decisions  must  be  made  now. 

NVAC  was  convinced  that  Mercer's  study  would  be  helpful  and 
requested  that  the  Department  authorize  Mercer  to  continue  its 
work  and  to  specifically  look  at  various  potential  scenarios  such  as 
80/20,  70/30  and  60/40  splits  between  the  public  and  private  mar- 
kets. I  am  pleased  that  Mercer  is  now  prepared  to  supply  this  in- 
formation to  you.  I  am  also  convinced  that  Mercer's  conclusions  are 
valid.  That  tens  of  millions  of  dollars  in  vaccine  revenues  have  al- 
ready been  lost  to  the  vaccine  companies  as  a  direct  result  in  the 
price  restrictions  in  over  1993  and  that  hundreds  of  millions  will 
continue  to  be  lost  year  after  year. 

This  situation,  if  allowed  to  continue  over  the  long  term,  will  in- 
evitably discourage  future  private  sector  investment  in  discovering 
and  developing  new  important  vaccines. 

Thank  you. 

[The  prepared  statement  of  R.  Grordon  Douglas,  Jr.  follows:] 

Prepared  Statement  of  R.  Gordon  Douglas,  Jr.,  M.D.,  PREsroENT,  Merck 

Vaccine  Division 

Good  Morning.  My  name  is  Gordon  Douglas.  I  am  a  physician,  a  specialist  in  In- 
fectious Diseases,  and  I  am  President  of  Merck's  Vaccine  Business.  I  am  also  a 
member  of  the  National  Vaccine  Advisory  Committee.  I  would  like  to  focus  my  com- 
ments on  what  I  believe  has  happened  to  the  Nation's  research  and  development 
efforts  to  bring  new  and  wonderful  vaccines  to  our  children  since  the  creation  of  the 
Vaccines  for  Children  Program. 

We  at  Merck  share  the  goals  of  full  immunization  for  all  our  Nation's  children 
and  advancing  health  through  new  vaccines  that  work  by  preventing  rather  than 
treating  diseases.  Vaccines  are  the  most  cost-effective  health  care  measures  man 
has  yet  devised  and  there  is  great  hope  for  new  health  achievements  through  vac- 
cines in  the  relatively  near-term  future.  In  recent  years,  childhood  meningitis  has 
been  nearly  eliminated  in  the  US  and  poliomyelitis  has  been  eradicated  from  the 
Western  Hemisphere.  Combinations  of  existing  vaccines  will  make  administration  of 
vaccines  easier.  New  formulations  of  vaccines  will  eliminate  many  of  the  doses  cur- 
rently required,  and  diseases  such  as  Lyme  disease,  Herpes  simplex  and  some  forms 
of  cancer  may  be  controlled.  All  this  is  dependent  on  a  healthy  national  vaccine 
R&D  climate. 

The  Vaccines  for  Children  Program,  I  believe,  has  seriously  impaired  the  Nation's 
effort.  Let  me  explain.  First,  research  and  development  on  vaccines  is  primarily  sup- 
ported in  three  very  different  ways.  One  way  is  through  taxpayer  dollars  that  are 
used  to  support  basic  research  on  vaccines  by  several  government  agencies,  pri- 
marily the  National  Institutes  of  Health.  In  addition,  some  development,  particu- 
larly that  which  is  not  being  done  in  the  private  sector  is  supported  through  the 
NIH.  They  do  an  excellent  job. 

Second,  the  majority  of  vaccine  research  and  development  in  this  country  is  done 
by  private  vaccine  companies.  In  fact,  almost  all  of  the  technical  expertise,  particu- 
larly in  the  area  of  process  development,  resides  in  private  industry  as  does  some 
of  the  expertise  in  basic  science. 

Finally,  many  new  ideas  are  supported  through  the  biotech  companies.  These 
companies  raise  funds  from  investors  who  are  willing  to  invest  in  their  ideas  and 
bear  the  risk  of  failure.  Many  biotech  companies  fail,  but  some  do  bring  forth  impor- 
tant new  ideas. 

What  concerns  me  is  that  all  three  funding  sources  are  threatened.  As  we  all 
know,  the  NIH  budget  is  under  severe  stress  at  the  present  time,  as  are  the  budgets 
of  many  federal  agencies.  In  the  last  two  years,  it  has  been  more  and  more  difficult 
for  biotech  companies  to  raise  money  from  investors,  particularly  in  the  vaccine 
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area,  because  of  the  uncertainty  in  the  market  that  has  been  created  by  the  VFC 
program. 

Let  me  explain  further.  Effectively,  the  Vaccines  for  Children  Program  will  dimin- 
ish the  private  vaccine  market  from  about  50%  to  about  20%  and  increase  the  public 
purchase  of  vaccines  from  about  50%  to  80%  (CDC  estimates  77/23  split).  Since  for 
a  product  such  as  Merck's  M-M-R®II  (Measles,  Mumps,  and  Rubella  virus  Vaccine 
Live),  the  discount  for  the  Federal  purchase  is  about  50%,  you  can  see  that  the 
shifts  in  markets  due  to  VFC  results  in  a  substantial  reduction  in  cash  flow.  This 
point  is  critical,  Mr.  Chairman,  because  for  several  reasons  intrinsic  to  vaccine 
R&D,  a  sustained  long  term  investment  of  resources  is  required  to  maximize  the  po- 
tential for  innovation.  It  is  cash  flow  that  drives  our  ability  to  fund  vaccine  R&D. 

The  Mercer  Study  was  initiated  by  the  National  Vaccine  Advisory  Committee  at 
its  meeting  on  June  9-10,  1994,  by  a  resolution  that,  "recommends  that  the  Sec- 
retary acquire  a  thoroiigh  analysis  of  the  effect  of  the  statutory  price  limitation 
under  the  Vaccines  for  Children  Program  on  research  and  development."  The  HHS 
response  to  this  NVAC  reauest  was  to  contract  with  Mercer  Management  Consult- 
ing, Inc.  to  conduct  an  analysis  of  the  economics  of  the  United  States  vaccine  indus- 
try. We  at  Merck  agreed  to  participate  in  the  Mercer  Study  because  we  share 
NvAC's  concerns  about  the  devastating  impact  of  the  Vaccines  for  Children  Pro- 
gram on  the  US  vaccine  industry  and  our  ability  to  remain  at  the  forefront  of  dis- 
covery and  development  of  innovative  new  vaccines. 

Our  meetings  with  the  Mercer  Group  were  constructive  and  cordial  and  we  were 
impressed  with  their  understanding  of  the  vaccine  industry.  The  Mercer  Group  was 
fully  informed  of  the  anticipated  scope  of  the  discussion  prior  to  their  visit. 

We  followed  up  the  first  meeting  with  further,  less  formal  exchanges,  including 
directing  Mercer  Staff  to  where  relevant  information  is  available  in  Sie  public  do- 
main. For  example,  general  costs  of  certain  raw  materials  and  other  items  which 
we  purchase  can  easily  be  ascertained  by  contacting  the  supplier  of  those  items. 

Tneir  report  back  to  us  at  the  second  meeting  was  notable  for  the  accuracy  with 
which  they  portrayed  the  vaccine  business,  even  in  the  absence  of  some  information 
which  we  consider  proprietary.  We  worked  with  Mercer  to  adjust  several  of  their 
estimates  but  for  the  most  part,  we  confirmed  the  accuracy  of  their  work.  In  terms 
of  the  effects  of  the  Vaccines  for  Children  Program  on  vaccine  research  and  develop- 
ment, it  is  our  impression  that  the  Mercer  Group  is  comfortable  with  the  informa- 
tion they  obtained  and  the  conclusions  they  have  drawn  from  this  information. 
Thus,  the  Mercer  Study  has  documented  the  financial  dynamics  of  the  vaccine  in- 
dustry in  the  United  States. 

If  released,  the  study  will  offer  much  needed  insight  into  the  realities  of  the  vac- 
cine business  and  will  suggest  once  again  the  negative  effects  of  the  VFC  program 
on  the  timely  development  of  innovative  new  medicines  upon  which  patients,  par- 
ents, physicians,  public  health  practitioners  and  ultimately  children,  have  come  to 
depend. 

The  National  Vaccine  Advisory  Committee  reviewed  the  Mercer  Study  at  our  May 
1995  meeting.  Unfortunately,  while  Mercer  consultants  were  allowed  to  comment 
generally  on  the  study  which  was  done  in  the  late  fall  of  1994,  before  VFC  was  fiilly 
implemented,  they  were  not  allowed  to  predict  the  pro^am's  impact  on  vaccine 
R&D  although  they  had  the  database  to  do  so.  The  Administrations  rationale  was 
to  wait  untu  the  exact  percentage  of  public/private  shift  had  occurred  before  cal- 
culating the  effect  on  the  vaccine  industry.  But  the  lead  time  to  bring  a  new  vaccine 
to  market  is  a  ten  to  twelve  year  period  at  least.  For  chicken  pox  it  took  30  years. 
Those  investment  decisions  must  be  made  now. 

Research  and  development  funding  decisions  are  being  made  in  vaccine  companies 
and  by  investors  in  biotech  companies  today  that  could  result  in  new  products  ten 
to  fifteen  years  from  now.  NVAC  was  convinced  that  Mercer's  study  would  be  help- 
ful and  requested  that  the  Department  authorize  Mercer  to  continue  its  work,  and 
to  specifically  look  at  various  potential  scenarios  such  as  a  80/20,  70/30  or  60/40 
split  between  the  public  and  private  vaccine  markets. 

The  NVAC  resolution  reads  as  follows:  "We,  the  NVAC,  recommend  to  the  Direc- 
tor, NVP  that  the  Mercer  Consultants  be  instructed  to  examine  the  data  and  evalu- 
ate the  effect  of  differing  scenarios  regarding  the  relative  loss  of  private  market  due 
to  VFC  on  vaccine  company  revenues  and  on  research  and  development." 

I  am  convinced  that  Mercer  is  now  prepared  to  supply  this  information  to  you  if 
asked.  I  am  also  convinced  that  Mercers  conclusions  will  confirm  that  tens  of  mil- 
lions of  dollars  in  vaccine  revenues  have  already  been  lost  to  the  vaccine  companies 
as  a  direct  result  of  the  price  restrictions  in  OBRA  '93  and  that  hundreds  of  nullions 
will  continue  to  be  lost  year  after  year. 

It  has  been  well-documented  that  vaccine  companies  behave  much  like  pharma- 
ceutical companies  in  terms  of  R&D  investment  and  there  are  published  studies 
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showing  that  40%  of  top  pharmaceutical  revenue  dollars  are  used  to  fund  R&D; 
thus,  it  is  easy  to  conclude  that  the  effect  of  the  Vaccines  for  Children  Program  on 
current  vaccine  R&D  efforts  in  the  US  is  both  negative  and  substantial.  This  situa- 
tion, if  allowed  to  continue  over  the  long  term,  will  inevitably  discourage  future  pri- 
vate sector  investment  in  discovering  and  developing  important  new  vaccines. 
Thank  you. 

Mr.  BiLlRAKlS.  Thank  you  very  much,  sir. 

Mr.  Grabowski,  I  have  a  series  of  maybe  a  couple  of  questions 
to  you  and  then  I  am  going  to  yield — after  Mr.  waxman's  time,  I 
am  going  to  yield  the  balance  of  my  time  to  Mr.  Greenwood. 

Mr,  Grabowski,  did  you  sit  through  the  entire  day's  proceedings? 

Mr.  Grabowski.  Most  of  them. 

Mr.  BILIRAKIS.  You  heard  the  GAO  and  you  heard  the  CDC.  I 
know  you  weren't  here  when  we  started  this  panel,  but  I  mean 
prior  to  that. 

Mr.  Grabowski.  Yes. 

Mr.  BiLlRAKls.  Do  you  feel  that  you  have  a  pretty  good  famili- 
arity with  the  program,  the  VFC  program,  in  terms  of  the  good 
that  it  is  intended  to  do  and  that  sort  of  thing? 

Mr.  Grabowski.  In  a  general  way,  not  in  all  the  detail. 

Mr.  BiLlRAKis.  Not  to  take  away  from  the  statements  made  by 
all  these  other  gentlemen,  but  you  are  with  Duke  University.  It 
seems  to  me  you  don't  have  any  axes  to  grind,  and  your  statement 
to  the  effect  that  the  VFC  program  would  be  and  is  very  injurious 
to  research  and  development  of  new  vaccines  is  very  telling,  I 
think,  to  me. 

Do  you  have  anything  to  say  in  that  regard?  Keeping  in  mind 
that  the  good  that  the  program  is  intended  to  do  versus  the  harm 
that  you  indicated? 

Mr.  Grabowski.  As  I  say  in  my  statement — I  didn't  get  a  chance 
to  go  into  this — it  is  a  very  well-intentioned  program.  I  think  every- 
one shares  the  goals  of  increased  immunization.  But  in  terms  of 
doing  that  in  a  cost-efficient  way,  one  would  say  who  are  the  people 
who  are  not  being  vaccinated  and  let's  have  a  fine-tuned  targeted 
program  on  that  group.  I  think  one  would  spend  less  resources  and 
we  would  not  have  these  long-term  negative  effects.  It  strikes  me 
that  there  are  lots  of  effects  going  on  here.  There  are  people  who 
can  afford  vaccines,  to  pay  for  vaccines,  will  now  in  some  sense  get 
them  subsidized  or  less. 

There  is  a  transfer  there,  there  are  resources  that  are  needed  in 
the  public  health  in  other  dimensions  that  may  get  pulled  into  here 
and  I  don't  think  this  is  a  well  designed  program  and  it  has  these 
long-term  effects  where  we  know  that  vaccines  are  an  enormously 
effective,  cost-effective  technology,  if  we  lose  vaccines  that  can  real- 
ly have  important  effects  on  public  health  that  we  have  lost  in 
terms  of  long-term  health  care  and  health  care  expenditures. 

Mr.  BiLlRAKlS.  Thank  you.  Thank  you,  sir. 

Would  you  mind  if  I  yield  to  him?  All  right,  then  maybe  we'll  say 
about  8  minutes  left,  approximately,  to  Mr.  Greenwood. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

I  would  like  to  address  my  questions  to  the  gentleman  from  Mer- 
cer. 

Wasn't  your  original  assignment  from  HHS  to  study  the  impact 
of  the  VFC  program  on  vaccine  R&D  investment? 

Mr.  Hackett.  That  is  correct. 
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Mr.  Greenwood.  Wasn't  the  revision  in  your  assignment  made 
only  after  you  shared  preliminary  information  with  HHS  that  indi- 
cated the  VFC  program  would  have  a  significant  impact  on  vaccine 
R&D? 

Mr  Hackett.  That  was  the  timing  of  the  change.  I  can't  ascribe 
motive  to  it  because  that  wasn't  said  to  me. 

Mr,  Greenwood.  Who  was  it  at  HHS  that  contacted  you  and 
communicated  that  there  is  going  to  be  a  change  in  the  nature  of 
your  assignment? 

Mr,  Hackett.  We  were  working  closely  with  Dr.  Roy  Widdus  was 
at  that  time  acting  director  of  the  National  Vaccine  Program  Office 
and  he  told  us  that  Bill  Core  had  made  the  decision  to  change  the 
scope. 

Mr.  Greenwood.  Who  is  he? 

Mr.  Hackett.  He  works  with  Phil  Lee,  the  assistant  director;  I 
am  not  sure  of  his  title. 

Mr.  Greenwood.  Did  he  tell  you  why  Mr.  Corr  thought  you 
should  be  making  this  change  in  your  assignment? 

Mr.  Hackett.  He  told  us  that  they  felt  that  the  study  was  too 
speculative,  that  we  were  not  being  supplied  with  data  on  R&D 
from  the  suppliers  and  that  we  would  have  to  speculate  on  that  ele- 
ment of  the  study.  We  were  also  told  that  the  amount  of  increase 
in  Federal  purchases  was  also  a  matter  of  speculation  since  we 
didn't  know  how  many  States  would  pass  universal  coverage  laws 
nor  how  many  doctors  offices  would  actually  implement  the  pro- 
gram. 

Mr.  Greenwood.  Do  you  agree  with  those  assessments? 

Mr.  Hackett.  Any  time  you  look  into  the  future,  there  is  an  ele- 
ment of  estimation  and  projection  that  goes  on.  I  don't  think  these 
elements  were  any  different  than  the  rest  of  our  study  where  we 
had  to  look  into  the  future  or  a  lot  of  other  work  we  do  for  clients 
to  understand  what  may  happen  in  the  future  so  I  don*t  agree. 

Mr.  Greenwood.  You  are  familiar  with  what  it  is  that  the  Con- 
gress intended  when  it  directed  this  study  be  conducted.  Did  you 
consider  HHS's  new  directive  to  you  to  be  different  than  what  was 
the  intent  of  the  legislation? 

Mr.  Hackett.  Yes. 

Mr.  Greenwood.  Did  you  receive  more  compensation  for  the 
study  than  the  original  contract  indicated? 

Mr.  Hackett.  Yes.  The  contract  was  extended  through  January 
and  part  of  February  for  an  additional  fee. 

Mr.  Greenwood.  So  in  other  words,  Congress  said  do  A,  Mr. 
Corr,  whoever  he  is  in  HHS,  said  do  B,  and  we  will  pay  you  more? 

Mr.  Hackett.  Well,  the  discussion  of  the  extension  of  the  study 
actually  occurred  before  the  meetings  that  you  called  into  question 
where  he  may  have  felt  that  the  outcome  was  against  what  he 
would  like  to  have  seen.  The  purpose  of  the  extension  was  that  the 
study  was  wrapping  up  around  the  Christmas  time  period  and  a 
lot  of  people  at  CDC  who  we  needed  to  meet  with  to  discuss  the 
findings  were  unavailable  and  they  wanted  to  push  the  study  into 
January  and  February  in  order  to  have  adequate  time  to  review 
our  findings  and  to  have  comment  on  them  and  to  reflect  those  into 
the  final  report  so  I  don't  think  those  two  things  were  related. 
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Mr.  Greenwood.  In  your  experience,  is  it  unusual  for  the  results 
of  your  work  to  be  censored  by  the  party  with  whom  you  contract? 

Mr.  Hackett.  It  is  unusual  but  not  unheard  of. 

Mr.  Greenwood.  Do  you  think  that  is  a  fair  characterization  of 
what  happened? 

Mr.  Hackett.  I  would  have  to  speculate  on  and  the  timing  of  the 
change  in  the  modification  seemed  very  coincident  to  us  with  a  se- 
ries of  reports  that  we  filed  that  were  not  popular. 

Mr.  Greenwood.  Do  you  find  it  particularly  unusual  to  experi- 
ence editorial  control  of  your  product  under  a  government  contract 
that  is  financed  by  the  taxpayers? 

Mr.  Hackett.  That  occurred  to  me  as  well,  yes. 

Mr.  Greenwood.  Would  you  be  inclined  to  contract  with  HHS  in 
the  future? 

Mr.  Hackett.  If  the  job  was  necessary,  yes. 

Mr.  Greenwood.  I  understand  that  there  is  some  speculation  in- 
volved in  what  happened  here.  What  does  your  gut  tell  you  hap- 
pened here? 

Mr.  Hackett.  My  gut  tells  me  that  we  said  some  things  that 
people  didn't  like  to  hear. 

Mr.  Greenwood.  People  at  HHS? 

Mr.  Hackett.  CDC,  HHS,  yes. 

Mr.  Greenwood.  Is  it  your  belief  that  if  you  had  followed  the 
study  that  the  Congress  asked  you  to  follow,  that  this  program  was 
going  to  have  a  very  deleterious  effect  on  vaccine  R&D  and  the 
folks  in  CDC  and  HHS  would  just  as  soon  that  that  information 
would  not  be  public?  So  they  redirected  their  study.  Is  that  what 
your  gut  tells  you? 

Mr.  Hackett.  That  would  be  my  speculation. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Mr.  BlLiriAKiS.  Actually,  that  is  the  5-minute  clock,  so  you  really 
have  another  2,  2^2  minutes. 

Mr.  Greenwood.  Mr.  Chairman,  he  said  everything  I  wanted 
him  to  say.  Thank  you. 

Mr.  BILIRAKIS.  Mr.  Waxman. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

Just  for  the  record,  the  Congress  did  not  direct  this  study.  Con- 
gress directed  the  secretary  of  HHS  to  ascertain  whether  the  statu- 
tory limitation  on  prices  for  current  vaccines  allows  for  sufficient 
research  and  development  studies  and  then  to  give  us  her  guidance 
as  to  whether  the  law  ought  to  be  changed. 

Mr.  Hackett,  when  you  discussed  your  study  with  the  public 
health  service,  wasn't  it  your  impression  that  the  public  health  offi- 
cials wanted  your  analysis  to  be  completed  and  in  fact  didn't  Dr. 
Lee,  the  Assistant  Secretary  for  Health  back  up  your  own  request 
to  the  vaccine  manufacturers  by  a  letter  requesting  that  they  work 
with  PHS  to  develop  a  mechanism  to  ensure  that  this  important  in- 
formation be  provided? 

Mr.  Hackett.  I  don't  have  any  awareness  of  Dr.  Lee  doing  that 
prior  to  January  when  the  scope  of  the  study  was  changed.  The 
knowledge  I  have  of  Dr.  Lee's  contacting  the  manufacturers  was  in 
March  when  he  at  that  time  was  trying  to  get  information  from 
them. 
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Mr.  Waxman.  He  wanted  you  to  get  raw  data  from  the  companies 
themselves  and  you  didn't  have  that  information,  isn't  that  correct? 
You  didn't  have  the  actual  data  from  the  company? 

Mr.  Hackett.  We  didn't  have  the  data  from  the  companies. 

Mr,  Waxman,  He  thought  you  ought  to  have  the  data  from  the 
companies  and  he  suggested  he  wanted  you  to  complete  your  report 
but  with  that  further  information  and  I  have  for  the  record,  Mr. 
Chairman,  Dr,  Lee's  letter. 

[The  letter  follows:] 

Department  of  Health  &  Human  Services, 
Office  of  the  Assistant  Secretary  for  Health, 

ApHl  4,  1995. 
R.  GrORDON  Douglas,  Jr.,  M.D. 

President,  Merck  Vaccine  Division,  Merck  &  Company,  Inc. 
P.O.  Box  100,  Whitehouse  Station,  New  Jersey 

Dear  Dr.  Douglas:  In  response  to  a  resolution  of  the  National  Vaccine  Advisory 
Committee  (NVAC),  the  National  Vaccine  Program  Office  (NVPO)  has  contracted 
with  Mercer  Management  Consulting,  Inc.,  to  conduct  a  study  of  the  economics  of 
the  U.S.  vaccine  industry.  I  am  writing  you  now  to  express  my  concern  that  Mercer 
has  not  been  able  to  collect  reliable  data  to  support  any  conclusions  about  your  com- 
pany's research  and  development  budget  and  mture  R  and  D  expenditure  plans. 

The  goal  of  this  study  was  quite  ambitious.  We  wanted  to  develop  an  accurate  un- 
derstanding of  the  economics  of  the  U.S.  vaccine  industry  and  an  accurate  picture 
of  the  effect  of  the  OBRA  1993  legislation  on  U.S.  vaccine  manufacturers.  The 
NVAC  was  particularly  interested  in  determining  how  vaccine  company  research 
and  development  budgets  might  be  affected  by  an  increase  in  the  volume  of  govern- 
ment vaccine  purchases  and  the  statutory  limitation  on  the  price  the  government 
can  pay  for  vaccines. 

As  you  know  well,  an  evaluation  of  pharmaceutical  company  research  and  devel- 
opment activities  involves  many  complex  factors,  such  as,  scientific  opportunity, 
company  capabilities  including  changes  in  revenue,  assessment  of  potential  product 
market,  opportunity  costs  and  potential  liabiUty.  Our  expectation  with  this  studv 
was  that  Merck  would  share  sufficient  data  and  information  about  your  research 
and  development  activities  and  plans  to  enable  Mercer  to  do  more  than  speculate 
about  the  effect  of  OBRA  1993  on  your  company.  Both  NVPO  and  Mercer  wrote 
Merck  requesting  your  support  for  this  study.  While  I  understand  that  Merck's  rep- 
resentatives have  spent  significant  time  with  Mercer,  I  also  understand  that  Mercer 
has  not  received  data  and  information  about  your  research  and  development  activi- 
ties that  would  allow  Mercer  to  make  an  independent  quantitative  assessment  of 
the  effect  of  OBRA  1993  on  your  company.  As  a  result,  Mercer's  report  will  not  con- 
tain any  analysis  of  how  Merck's  research  and  development  activities  might  change. 

The  Mercer  study  will  enhance  the  understanding  of  important  facets  of  the  vac- 
cine industry.  However,  I  am  unwilling  to  consider  the  Mercer  study  complete  until 
I  have  made  every  effort  to  further  the  understanding  in  this  most  critical  area  of 
inquiry. 

I  would  like  to  work  with  you  to  determine  a  method  by  which  Merck,  and  the 
other  vaccine  companies,  can  share  the  critical  data  and  information  needed  to  fair- 
ly assess  the  impact  of  our  current  vaccine  purchase  practices  on  vaccine  research 
and  development  efforts.  I  would  appreciate  your  consideration  of  how  we  might 
proceed.  I  will  be  calling  you  soon  to  discuss  this  matter. 

This  Administration  is  strongly  committed  to  preserving  and  expanding  our  na- 
tion's vaccine  manufacturing  and  research  capacity.  American  children,  and  children 
throughout  the  world,  deserve  nothing  less  than  our  best  effort  to  continually 
produce  and  make  available  vaccines  for  preventable  childhood  diseases. 
Sincerely  yours, 

Philip  R.  Lee,  M.D., 
Assistant  Secretary  for  Health. 

Mr.  Waxman.  I  am  mystified  by  this  concept  because  it  seems  to 
me  that  contrary  to  the  notion  that  the  program  stops  the  potential 
market,  the  reverse  is  really  true  when  the  government  finds  that 
there  is  a  promising  vaccine  and  then  mandates  it.  There  is  a  clear 
market  because  of  the  government  requirement  that  every  child  be 
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immunized  when  a  new  vaccine  is  approved.  If  the  company  sells 
its  new  vaccine,  it  is  doing  so  without  having  to  market  it.  They 
don't  have  to  promote  it.  There  is  a  clear  market  available  to  them 
without  any  effort  on  their  part.  The  company  sells  its  new  vaccine 
at  its  launch  price  without  a  single  penny  of  investment  in  market- 
ing. Let's  assume,  for  example,  that  if  the  government  is  buying  60 
percent  of  the  total  market,  if  the  recommendation  is  that  every 
new  baby  receive  a  single  dose  of  this  new  vaccine,  the  government 
is  then  required  to  purchase  about  2.1  million  doses  of  this  new 
product.  To  me  this  does  not  sound  like  a  declining  market,  it 
sounds  like  a  guaranteed  market  for  2.1  million  doses. 

What  is  your  view  of  this  argument? 

Mr.  Grabowski.  Well,  it  is  a  question,  yes,  there  is  a  market,  but 
at  what  price.  I  think  what  happens,  you  said  that  they  will  sell 
at  their  launch  price.  What  happens  is,  there  is  a  recommendation 
and  CDC  will  put  forth  an  RFP  to  the  company  and  then  there  will 
be  a  negotiation  process. 

Generally  where  we  see  that  there  is  onlv  a  single  buyer,  the 
government  buying  a  product,  it  is  very  seldom  that  that  price  is 
a  private  market  price.  What  I  think  is  fearful  of  venture  capital- 
ists and  other  people  that  would  finance  this  is  that  looking  down 
the  road,  if  you  see  only  a  government  market,  that  you  will  have 
something  like  public  utility  regulation  down  the  road,  or  at  least 
a  heavily  discounted  price,  a  commodity  price. 

I  think  there  is  a  lot  in  economics  that  shows  where  you  have 
only  the  government  purchasing  that  they  tend  to  purchase  at  a 
price  that  doesn't  make  you  want  to  invest  in  risky  activities  over 
a  long  period  that  would  then  hope  that  you  could  get  a  return. 

Mr.  Waxman.  Isn't  it  true  whenever  you  talk  about  vaccines,  you 
are  talking  about  generally  a  government  purchaser  as  the  major 
purchaser  of  a  vaccine? 

Mr.  Grabowski.  Well,  10  years  ago  it  was  30  percent,  and  then 
it  has  been  50  percent,  I  think  everyone  would  acknowledge  that 
the  government  should  be  a  major  purchaser,  but  managed  care 
and  other  institutions  could  also  be  purchasers.  You  could  have  a 
plurality  of  a  market  so  you  could  negotiate  with  several  entities, 

Mr.  Waxman.  Thank  you  very  much. 

My  time  has  expired.  I  had  other  questions. 

Mr.  BiLiRAKis.  Without  objection,  I  would  be  glad  to  yield  an- 
other 1  or  1^2  minutes. 

Mr.  Waxman.  It's  all  right. 

Mr.  BILIRAKIS.  Mr.  Norwood. 

Mr.  Norwood.  Thank  you,  Mr.  Chairman.  I  am  very  dis- 
appointed for  myself  that  I  missed  a  lot  of  the  hearing  today  be- 
cause of  some  activity  on  the  floor. 

I  realize  we  addressed  a  great  number  of  issues.  I  do  hope  some- 
body today  determined  how  many  vaccinations  this  country  pro- 
vided and  at  what  cost  for  each  vaccination  through  this  day's  ef- 
forts. 

Dr.  Douglas,  in  your  testimony  you  state  that  the  National  Advi- 
sory Committee  in  1994  recommended  that  an  analysis  be  con- 
ducted on  the  effect  of  the  statutory  price  limitation  on  research 
and  development.  In  response  to  this  request,  HHS  contracted  with 
Mercer  to  conduct  a  study  on  the  economics  of  the  vaccine  industry 
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in  the  United  States,  and  Mercer  then  presented  the  preliminary 
findings  demonstrating  that  there  was  a  negative  effect  on  research 
and  development  on  new  vaccines.  Then  HHS  killed  that  part  of 
the  study.  That  is  as  I  understand  it. 

First,  would  you  please  comment  on  the  quality  of  the  economic 
analysis  that  Mercer  has  so  far  performed  on  vaccine  R&D? 

Mr.  Douglas.  Yes.  Congressman  Norwood,  thank  you  very  much. 
I  believe  that  the  quality  of  the  Mercer  study  is  excellent.  While 
we  did  not  divulge  certain  kinds  of  highly  proprietary  information, 
we  did  divulge  a  lot  of  other  information,  and  there  is  a  lot  of  infor- 
mation given  in  publications,  annual  reports,  and  they  use  cross- 
checks and  verifications. 

There  was  a  full  scale  meeting  with  them.  I  hooked  them  up  with 
different  people  in  the  organization  who  could  supply  various  kinds 
of  information  with  them  over  a  10-12  week  period  of  time.  There 
was  a  lot  of  personal  communication. 

Then  there  was  a  second  debriefing  of  their  information  for  us 
at  which  time  we  were  able  to  point  out  things  that  we  felt  were 
incorrect  or  were  correct  in  their  analysis,  and  point  them  to 
sources  of  public  information  which  would  give  them  the  precise 
piece  of  information. 

For  example,  our  No.  1  small  thing  was,  they  had  a  price  for  a 
glass  vial  that  we  use  which  was  much  less  than  the  glass  vial  we 
actually  use  because  we  use  a  very  high  quality  vial  for  our  vac- 
cines. I  was  able  to  point  to  the  supplier  of  our  vials,  and  they  were 
able  to  find  it.  You  know,  there  is  a  catalogue  and  they  could  look 
up  what  the  price  is. 

A  lot  of  the  information,  you  would  be  surprised,  is  publicly 
available,  and  by  carefully  pointing  that  out  for  them,  we  were  sat- 
isfied that  they  had  done  an  excellent  job,  and  certainly  the  final 
results  of  their  study  jived  very  closely  with  our  internal  analysis 
of  the  financial  dynamics  of  the  vaccine  business. 

Mr.  Norwood.  Well,  could  you  further  comment  then,  why  do 
you  think  the  R&D  study  was  so  abruptly  ended  by  HHS? 

Mr.  Douglas.  Well,  I  think  that,  as  Mr.  Hackett  has  already  tes- 
tified, I  believe  that  the  department  did  not  like  the  results  be- 
cause they  were  told  that  there  was  a  negative  effect  of  the  VFC, 
and  they  didn't  want  to  hear  that.  That  is  my  opinion.  I  don't  have 
any  other  basis  for  that. 

Mr.  Norwood.  Dr.  Grabowski,  do  you  agree  generally? 

Mr.  Grabowski.  From  my  knowledge  of  the  facts,  it  sounds  like 
that  is  the  case,  but  I  am  not  an  insider  in  the  issue. 

Mr.  Norwood.  Does  anybody  want  to  take  a  guess  as  why  they 
didn't  want  to  hear  it? 

[No  response.] 

Mr.  Norwood.  Did  it  not  suit  their  plans,  or  did  they  want  to 
make  sure  the  public  didn't  know? 

Mr.  Waxman.  Will  the  gentleman  yield? 

Mr.  Norwood.  Yes,  sir. 

Mr.  Waxman.  I  have  a  letter  that  I  put  in  the  record,  and  Dr. 
Lee  wrote  to  Dr.  Douglas  asking  for  information  from  Merck  about 
how  much  they  spent  on  vaccines,  research  and  development.  I 
think  he  wanted  to  have  that  information. 
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Mr.  Douglas,  whv  can't  we  have  that  information  available  to  the 
contractor  for  the  department,  or  maybe  this  committee,  or  the  gov- 
ernment of  the  United  States  in  order  to  make  the  decision  as  to 
whether  there  is  a  decline  in  R&D  dollars.  Why  can't  we  know 
what  the  R&D  dollars  are  in  the  first  place? 

Mr.  Douglas.  There  are  several  reasons  why  some  information 
cannot  be  divulged.  One  is,  it  is  proprietary  information,  it  would 
give  our  competitors  advantage  if  they  knew  what  we  were  doing 
in  certain  areas  and  we  are  not  going  to  let  that  information  out. 

There  is  a  great  deal  of  information  that  is  in  our  annual  report. 
For  example,  the  total  research  spent,  the  sales  of  vaccines  on  an 
annual  basis  are  in  the  annual  report.  That  information  is  avail- 
able. 

So  the  numbers  are  very,  very  accurate  in  the  Mercer  report. 

Mr.  Waxman.  Mr.  Chairman,  I  would  like  to  ask  consent  for  1 
minute? 

Mr.  BILIRAKIS.  Without  objection. 

Mr.  Waxman.  I  just  want  to  read  this  paragraph  of  this  letter  to 
you.  Dr.  Douglas,  which  I  am  sure  you  have  already  read  yourself. 
Dr.  Lee  said:  "As  you  well  know,  evaluation  of  pharmaceutical  com- 
pany research  and  development  activities  involves  many  complex 
factors  such  as  scientific  opportunity,  company  capabilities  includ- 
ing changes  in  revenue,  assessment  of  potential  product  market, 
opportunity  costs  and  potential  liability.  Our  expectation  with  this 
study  was  that  Merck  would  share  sumcient  data  and  information 
about  your  research  and  development  activities  and  plans  to  enable 
Mercer  to  do  more  than  speculate  about  the  effect  of  OBRA  1993 
on  your  company." 

He  wanted  you  to  get  that  information.  As  I  understand  it,  he 
wanted  Mercer  to  have  that  information,  accurate  information,  not 
to  speculate  but  to  have  accurate  information.  What  was  your  re- 
sponse to  him? 

Mr.  Douglas.  Well,  Congressman  Waxman,  I  did  write  a  letter 
back  to  Dr.  Lee,  and  I  discussed  it  with  him  personally.  I  believe 
that  we  supplied  sufficient  information  so  that  Mercer  could  cal- 
culate the  financial  dynamics  of  the  industry,  and  I  believe  they 
have  captured  that.  I  think  that  is  my  answer. 

Mr.  Waxman.  I  guess  there  is  a  dispute  as  to  whether  he  thought 
he  had  enough  information. 

Thank  you,  Mr.  Chairman. 

Mr.  Norwood.  Mr.  Chairman,  may  I  have  unanimous  consent  to 
have  2  minutes  of  Mr.  Waxman's  time? 

Mr.  Waxman.  Why  didn't  you  just  ask  for  2  minutes. 

Mr.  Norwood.  Because  it  was  fun  asking  it  that  way. 

Mr.  BiLlRAKis.  Without  objection,  of  course. 

Mr.  Norwood.  Apparently,  the  HHS  said  that  it  was  too  specula- 
tive, but  was  the  lack  of  information  concerning  pricing,  was  that 
any  more  speculative  than  any  other  part  of  a  study  when  you  are 
trying  to  reach  out  there  and  estimate  what  is  going  to  happen  for 
the  government? 

Mr.  Douglas.  Congressman  Norwood,  I  think  that  from  my  dis- 
cussion with  Dr.  Lee,  what  they  were  concerned  about  was  the 
speculation  of  what  the  market  would  be  like  in  the  future.  What 
was  the  split  going  to  be.  One  of  the  purposes  in  my  testimony  was 
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to  say,  we  are  making  research  decisions  today  and  yesterday  and 
tomorrow  about  what  kinds  of  products  were  are  going  to  have  in 
10  to  12  to  15  years. 

We  can't  wait  until  what  the  VFC  is  going  to  look  like  exactly 
next  year.  We  have  to  speculate,  and  we  are  in  a  position  of  taking 
a  more  constrained  posture  to  making  those  decisions  because  it 
looks  as  if  the  private  market  is  going  to  be  substantially  reduced, 
the  public  market  is  going  to  be  substantially  increased,  but  with 
a  net  decrease  in  cash-flow  which  is  the  fundamental  driver  for 
these  decisions. 

Mr.  Norwood.  One  last  quick  question.  Under  the  statute  new 
vaccines  are  not  covered  by  the  price  cap  which  is  applied  to  old 
vaccines.  Do  you  think  this  exclusion  will  have  any  positive  impact 
on  the  development  of  new  vaccines? 

Mr.  Douglas.  I  think  that  the  fundamental  problem  is  that  there 
is  an  uncertainty  that  has  been  created  in  the  market,  and  an  un- 
certainty of  the  extent  of  government  control  of  the  industry.  While 
there  is  some  freedom  to  price  new  products  within  a  market  envi- 
ronment, it  is  not  really  a  market  environment,  and  you  really 
don't  have  total  freedom  for  pricing.  I  think  that  that  is  the  fun- 
damental problem,  that  they  really  have  changed  the  perception  of 
the  marketplace  and  how  investors  in  small  companies  and  boards 
of  directors  in  large  companies  will  allow  you  to  put  money  into 
R&D. 

Mr.  Norwood.  It  is  an  understandable  thing  to  me,  what  you 
state.  I  would  be  very  nervous,  too,  if  the  government  that  is  often 
very  fickle  and  changes  its  mind  every  few  years  about  what  we 
will  and  won't  do,  if  they  were  my  only  purchaser. 

Mr.  Chairman,  it  reminds  me  a  little  bit  of  a  brother-in-law  I 
have  who  makes  shirts.  The  one  thing  they  do  know  is,  they  do  not 
want  to  sell  all  their  shirts  to  Sears  because  as  soon  as  they  do. 
Sears  starts  twisting  down  on  what  they  will  pay  for  shirts,  and 
you  are  shortly  at  the  mercy  of  the  buyer  of  shirts  in  terms  of  what 
they  will  pay  for  them. 

I  have  a  little  bit  of  a  feeling  you  might  be  in  a  similar  situation 
here. 

Mr.  Douglas.  It  feels  about  the  same,  yes. 

Mr.  Norwood.  I'll  bet  so. 

Mr.  BiLlRAKls.  I  thank  the  gentleman  whose  time  has  expired. 

Dr.  Douglas,  do  you  have  a  copy  of  the  letter,  your  response  let- 
ter, to  Mr.  Lee? 

Mr.  Douglas.  Yes,  I  do. 

Mr.  BILIRAKIS.  Would  vou  submit  that? 

Mr.  Douglas.  I  would  be  very  happy  to  supply  that  to  the  com- 
mittee. 

Mr.  BiLlRAKlS.  Without  objection,  that  will  be  a  part  of  the 
record. 

Without  objection,  the  briefing  materials  prepared  by  Mercer  for 
the  December  20,  1994,  National  Vaccine  Program  Office  meeting 
and  the  final  Mercer  report  issued  to  HHS  on  June  14,  1995,  this 
year,  will  be  made  a  part  of  the  record. 

[Information  not  received  at  time  of  publication.] 

Mr.  BILIRAKIS.  I  just  have  one  final  question.  The  conversation 
you  had  with  Mr.  Lee,  you  said  you  responded  in  writing  to  his  let- 
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ter,  his  April  letter,  and  you  also  had  a  personal  conversation  with 
him.  What  was  the  atmosphere  of  that  conversation?  Can  you 
share  that? 

Mr,  Douglas.  I've  known  Dr.  Lee  for  a  long  time.  We  have  a 
good  personal  relationship.  The  atmosphere  is  friendly,  but  we  fun- 
damentally disagreed  on  this  issue. 

Mr.  BILIRAKIS.  You  did  continue  to  disagree? 

Mr.  Douglas.  Well,  I  think  that  Dr.  Lee  understood  that  I  felt 
that  thev  had  sufficient  information  to  formulate  an  analysis  of  the 
financial  djniamics  of  the  vaccine  industry,  and  he  was  surprised 
when  I  told  him  how  much  information  we  really  had  given  to  the 
Mercer  people.  I  think  that  his  people  had  told  him  that  there  was 
much  less  than  we  had  actually  supplied. 

Mr,  BiLiRAKls.  All  right.  Thank  you. 

Mr.  Bryant. 

Mr.  Bryant.  Thank  you. 

Dr.  Douglas,  have  you  recently  tried  to  raise  money,  equity  cap- 
ital, or  borrow  money  and  been  unable  to  do  it  because  of  the  gov- 
ernment program? 

Mr,  Douglas.  No,  sir,  but  we  don't  fund  from  equity  markets. 

Mr.  Bryant.  Well,  you  were  talking  about  investor  confidence 
here. 

Mr,  Douglas.  I  think  my  colleagues  from  the  smaller  companies 
could  better  address  that. 

Mr.  Bryant.  Well,  let  me  ask  you  about  one  of  the  smaller  com- 
panies. I  see  here  that  Smith  Kline  Beecham  and  North  American 
Vaccine  who,  for  some  reason,  we  didn't  hear  from  today  are  walk- 
ing around  Capitol  Hill  talking  to  Members  of  Congress  sajdng 
they  support  the  program.  I  would  think  they  would  be  a  good  deal 
more  capital  sensitive  than  anybody  at  the  table  here  today. 

Is  that  a  fair  assumption?  I  am  asking  Dr.  Douglas. 

Mr.  Douglas.  I  don't  know  what  they  are  walking  around  the 
Hill  and  saying. 

Mr.  Bryant.  I  just  told  you  what  they  are  walking  around  the 
Hill  saying.  I'm  asking  you,  isn't  it  a  fair  assumption  that  they 
would  be  a  good  deal  more  concerned  about  capital  markets  than 
a  company  like  Merck? 

Mr.  Douglas.  No.  Smith  Kline  Beecham  is  in  the  same  ballpark 
as  we  are  in  terms  of  being  a  fairly  well-established  pharmaceutical 
company.  North  American  Vaccine  is  a  small  company. 

Mr.  Bryant.  Then  what  are  we  talking  about  here  when  you  talk 
about  investor  confidence?  I  mean  you  have  got  all  the  capital  you 
need  to  do  the  R&D  you  are  doing,  you  have  all  the  capital  you 
need  to  expand,  I  assume  your  stock  price  hasn't  dropped,  or 
maybe  I  am  wrong  about  that,  and  you  can  tell  me.  I  assume  you 
think  it  is  a  good  investment.  So  what  are  we  talking  about  when 
you  talk  about  investor  confidence? 

Mr.  Douglas.  Well,  Congressman  Bryant,  I  think,  as  I  made  the 
point,  it  is  not  capital  that  funds  research  in  the  larger  companies, 
it  is  cash-flow.  Cash  flow  is  due  to  sale  of  product.  What  I  am  say- 
ing is  that  the  cash-flow  is  being  decreased  because  of  the  shift 
from  the  private  to  the  public  market  of  about  50/50  to  about  80/ 
20,  and  with  the  reduction,  as  just  an  example,  Merck's  MMR  is 
a  50  percent  price  decrease  to  the  Federal  Grovernment,  so  we  have 


216 

lost  50  percent  of  the  price  on  30  percent  of  the  market.  It  is  a  very 
simple  calculation  to  figure  out  how  much  money  that  is. 

Mr.  Bryant.  Shouldn't  we  really  be  talking  about  how  much 
more  money  we  need  to  be  paying  in  order  to  keep  you  fellows  able 
to  spend  enough  money  for  R&D?  It  is  just  a  question  of  pricing, 
isn't  it? 

Mr,  Douglas.  Yes.  Had  the  price  not  been  capped  at  the  time  the 
market  shift  occurred,  there  was  a  lot  of  discussion  back  in  1993 
about  this,  that  if  the  prices  had  been  able  to  be  changed — that  is, 
the  discount  would  not  be  so  great  to  the  Federal  Government  so 
that  we  could  remain  cash-flow  neutral,  if  I  can  use  that  expres- 
sion— we  would  not  be  seeing  the  same  kind  of  effect  on  negative 
R&D  in  the  marketplace,  a  negative  effect  on  R&D  that  we  see 
today. 

Mr.  Bryant.  Let  me  ask  you  another  question.  The  companies 
that  win  State  Medicaid  managed  care  contracts  like  Aetna,  Pru- 
dential and  Blue  Cross,  are  they  likely  to  get  the  same  price  for 
a  smaller  volume  of  vaccine  purchases  that  they  would  make  pre- 
sumably under  these  block  grant  programs  as  the  Center  for  Dis- 
ease Control  now  gets  for  the  large  volume  that  it  buys  under  the 
vaccine  program? 

Mr,  Douglas.  Congressman,  large  volume  purchasers  generally 
get  a  lower  price  than  single  vial  purchasers,  for  example,  yes. 

Mr.  Bryant.  Would  that  not  then  raise  a  serious  question  about 
the  wisdom,  from  the  standpoint  of  a  government  that  is  trying  to 
make  sure  its  little  kids  are  vaccinated,  itemizing  this  program  into 
50  pieces  and  giving  everybody  a  block  grant  and  let  them  all  go 
out  and  negotiate  for  themselves?  It  would  be  cheaper,  would  it 
not,  to  buy  it  from  one  place  than  to  buy  it  from  50  different 
places? 

Mr.  Douglas.  Well,  it  might  be  cheaper  to  buy  it  from  one  place 
than  from  50  or  100  different  places,  but  it  is  destructive  to  the 
marketplace  and  destructive  to  research  and  development  in  the 
future.  We,  for  example,  would  rather  deal  with  a  multiple  market- 
place, and  I  think  other  people  on  this  panel  have  testified  to  the 
same  thing,  whether  it  is  multiple  HMOs,  States,  Federal  Govern- 
ment, whoever. 

It  seems  to  me  that  the  VFC  is  misdirected  in  spending  most  of 
its  money  on  vaccine  purchase  and  nobody  can  convince  me  that  80 
percent  of  the  children  in  America  are  impoverished.  There  is  a 
certain  number,  and  we  need  to  focus  attention,  we  absolutely  need 
programs  that  will  ensure  that  impoverished  children  in  innercities 
and  rural  areas  wherever  they  are,  get  vaccinated. 

Mr.  Bryant.  Well,  tell  me  if  I  am  wrong,  but  isn't  that  the  situa- 
tion we  had  before  the  vaccine  program  came  along,  this  multiple 
market  situation? 

Mr.  Douglas.  That's  correct. 

Mr.  Bryant.  Weil,  but  we  didn't  have  every  vaccinated? 

Mr.  Douglas.  Well,  actually,  the  problem  prior  to  VFC  was  not 
that  there  wasn't  a  large  public  purchase  of  vaccines.  Prior  to  VFC 
50  percent  of  the  vaccine  was  purchased  publicly  and  was  available 
free  of  charge  to  any  person  in  the  United  States  of  America  who 
chose  to  go  to  a  public  health  clinic.  There  was  plenty. 
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There  has  never  been  a  supply  problem.  There  is  plenty  of  free 
vaccine  out  there.  The  issue  is  all  the  other  things  we  have  heard 
about,  outreach,  clinics,  sufficient  number  of  clinics,  keeping  pa- 
tients in  doctor's  offices,  those  kinds  of  things  that  have  been  iden- 
tified many,  many  times,  and  that  is  where  the  focus  should  be  in 
my  judgment. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired. 

Grentlemen,  thank  you  so  very  much  for  taking  the  time  and  for 
stajdng  all  day  long  and  understanding  the  situation  here.  We  have 
learned  a  lot  from  you.  Thank  you  so  much. 

Mr.  Douglas.  Thank  you  very  much, 

Mr.  BiLiRAKis.  Our  final  panel  consists  of  Dr.  Elin  Gursky,  Sen- 
ior Assistant  Commissioner  of  Health  for  the  State  of  New  Jersey; 
Mr.  Robert  Goldberg  of  the  Gordon  Public  Policy  Center  at  Bran- 
deis  University;  Dr.  David  Smith,  Commissioner  of  the  Texas  De- 
partment of  Health  who  is  testifying  on  behalf  of  the  Association 
of  State  and  Territorial  Health  Officials;  Dr.  Louis  Cooper,  Director 
of  Pediatrics  at  St.  Lukes  Roosevelt  Hospital  Center  in  New  York 
who  is  testifjdng  on  behalf  of  the  American  Academy  of  Pediatrics; 
and  Mr.  James  Weill,  General  Counsel  of  the  Children's  Defense 
Fund. 

As  with  the  others,  your  entire  written  testimony  is  a  part  of  the 
record,  and  I  would  ask  all  of  you  to  please  limit  your  testimony 
to  5  minutes,  and  we  will  start  out  with  Dr.  Gursky. 

STATEMENTS  OF  ELIN  GURSKY,  SENIOR  ASSISTANT  COMMIS- 
SIONER OF  HEALTH,  STATE  OF  NEW  JERSEY;  ROBERT  M. 
GOLDBERG,  GORDON  PUBLIC  POLICY  CENTER,  BRANDEIS 
UNIVERSITY;  DAVID  R.  SMITH,  COMMISSIONER,  TEXAS  DE- 
PARTMENT OF  HEALTH,  ALSO  ON  BEHALF  OF  ASSOCIATION 
OF  STATE  AND  TERRITORIAL  HEALTH  OFFICERS;  LOUIS  Z. 
COOPER,  DIRECTOR  OF  PEDIATRICS,  ST.  LUKES  ROOSEVELT 
HOSPITAL  CENTER,  ALSO  ON  BEHALF  OF  AMERICAN  ACAD- 
EMY OF  PEDIATRICS;  AND  JAMES  WEILL,  GENERAL  COUN- 
SEL, CHILDREN'S  DEFENSE  FUND 

Ms.  Gursky.  Thank  you.  Chairman  Bilirakis  and  members  of  the 
committee,  my  name  is  Dr.  Elin  Gursky,  and  I  am  the  Senior  As- 
sistant Commissioner  of  Health  for  the  State  of  New  Jersey.  I 
thank  you  for  the  opportunity  to  express  my  concerns  about  the 
Vaccines  For  Children  Program. 

The  nationwide  epidemic  of  measles  and  mumps  in  the  late 
1980's  demonstrated  the  failure  of  many  systems  to  protect  this 
country's  children  from  vaccine  preventable  diseases.  In  summa- 
tion, these  shortfalls  included  the  failure  of  public  health  clinics  to 
be  geographically  and  temporally  accessible  to  the  community  they 
serve;  the  failure  of  clinicians,  both  in  the  public  and  private  sector, 
to  ensure  that  every  visit  to  a  medical  care  provider  was  an  oppor- 
tunity to  review  and  update  vaccination  status;  and  the  failure  of 
mothers  and  fathers  and  the  failure  of  mothers  and  fathers  to 
make  appropriate  and  timely  immunization  a  sacrosanct  activity  of 
the  parenting  role. 

From  my  perspective,  the  VFC  Program  is  doing  little  to  correct 
these  failures.  The  VFC  Program,  which  makes  vaccines  available 
for  distribution  to  private  and  public  physicians,  does  not  focus  on 
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the  right  problem.  The  problem  is  not  supplier  costs  but  rather  the 
need  to  improve  access  and  outreach. 

The  Vaccines  For  Children  Program  does  not  address  the  large 
number  of  physician  providers  who  do  not  wish  to  participate  in 
the  program  because  of  low  remuneration  for  office  visits  and  other 
VFC  administrative  requirements.  In  other  words,  even  though  the 
vaccine  is  free,  the  paperwork  involved  may  be  a  disincentive  for 
physicians  to  participate. 

The  VFC  Program  does  not  address  the  numbers  of  children  who, 
by  benefit  of  this  program,  become  fully  immunized.  The  goal  of  our 
immunization  effort  is  to  achieve  90  percent  of  infants  being  com- 
pletely vaccinated  by  age  2  years.  A  VFC  participating  physician 
must  report  the  numbers  of  vaccines  administered,  not  the  number 
of  children  brought  to  full  immunization.  An  infant  must  receive  15 
shots  over  four  to  five  visits  to  be  fully  protected  against  polio, 
diphtheria,  measles  and  other  vaccine  preventable  diseases. 

The  Vaccines  For  Children  Program  does  not  address  the  burden 
on  health  departments  to  receive,  warehouse,  properly  refrigerate, 
distribute  and  inventory  thousands  of  doses  of  vaccine.  We  feel 
public  health  resources  can  be  put  to  better  use. 

Just  because  a  vaccine  is  available  does  not  mean  that  parents 
will  bring  children  to  the  clinic,  that  children  will  be  properly  im- 
munized by  their  care  provider,  or  that  State  officials  will  have  ac- 
curate immunization  data  to  improve  immunization  strategies. 

Now,  in  response  to  the  measles  epidemic,  the  Centers  for  Dis- 
ease Control  took  aggressive  measures  to  hold  each  State  account- 
able to  determining  its  immunization  needs  and  strategies.  The 
CDC  wrote  standards  for  pediatric  immunization  practice  as  a 
guide  and  blueprint  to  develop  higher  immunization  rates.  Limita- 
tions in  public  health  infrastructure  were  identified,  and  each  State 
produced  an  immunization  action  plan  which  identified  objectives, 
processes  and  time  lines  for  improving  the  numbers  of  infants  fully 
immunized. 

In  New  Jersey,  we  have  used  the  immunization  action  plan  to 
build  a  system  to  provide  for  good  immunization  assessment  for  on- 
site  vaccine  available  to  children  enrolled  in  WIC  and  AFDC  pro- 
grams, to  co-locate  immunization  and  WIC  services,  and  to  develop 
an  electronic  immunization  information  data  base  linking  the  his- 
tories of  patients  attending  WIC,  AFDC,  hospital  pediatric  clinics, 
and  private  physician  offices. 

There  are,  therefore,  important  immunization  program  needs 
other  than  the  bulk  purchase  and  distribution  of  vaccine  which 
may  be  short-changed  because  of  the  redirection  of  money  and  ef- 
forts to  the  VFC  Program.  There  is  a  need  to  sustain  and  increase 
funding  to  the  State  immunization  action  plans  which  allow  each 
State  the  flexibility  to  design  and  implement  an  immunization  pro- 
gram based  upon  its  own  unique  sociodemographics  and  immuniza- 
tion needs.  It  facilitates  our  ability  to  identify  and  bring  into  part- 
nership many  important  public  and  private  players  who  will  have 
a  stake  at  living  in  communities  with  little  threat  of  outbreaks 
from  vaccine  preventable  diseases. 

Immunizing  children  is  not  a  vaccine  supply  problem.  If  the  lat- 
ter were  true,  this  country  would  not  have  95  percent  of  all  chil- 
dren appropriately  immunized  by  kindergarten.  This  rate  is  a  tes- 
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tament  to  the  gatekeeper  approach  of  requiring  shots  before  school 
entry  that  demonstrates  that  vaccination  is  attainable.  This  high 
percentage  of  fully  vaccinated  younger  children  in  most  States  now 
requiring  immunization  for  preschool  and  day  care  entry  in  receipt 
of  Federal  support  in  programs  such  as  WIC  and  AFDC. 

Mr.  BiLlRAKis.  Please  summarize,  doctor. 

Ms.  GuRSKY.  Immunizing  children  is  about  outreach,  access,  re- 
call, reporting  and  surveillance  as  well  as  providing  incentives  and 
penalties. 

In  summary,  to  sustain  high  rates  of  infant  immunization,  we 
must  put  functioning  systems  into  place.  Thank  you. 

[The  prepared  statement  of  Elin  Gursky  follows:] 

Prepared  Statement  of  Dr.  Elin  Gursky,  Senior  Assistant  Commissioner  of 
Health,  State  of  New  Jersey 

Chairman  Bilirakis  and  Members  of  the  Committee,  my  name  is  Dr.  Elin  Gursky 
and  I  am  the  Senior  Assistant  Commissioner  of  Health  for  the  State  of  New  Jersey. 
I  thank  you  for  the  opportunity  to  express  my  concerns  about  the  Vaccine  For  Chil- 
dren (VFC)  Program  created  by  the  Omnibus  Budget  Reconciliation  Act  of  1193. 

Let  me  first  share  with  you  a  bit  of  my  background.  As  a  Senior  Assistant  Com- 
missioner of  Health,  I  am  responsible  for  the  Divisions  of  Epidemiology,  Environ- 
mental and  Occupational  Health  Services,  and  Public  and  Environmental  Health 
Laboratories.  I  received  my  training  in  Epidemiology  and  Public  Health  from  the 
Johns  Hopkins  University,  where  I  hold  appointments  in  the  Schools  of  Medicine 
and  Public  Health  and  Hygiene.  I  have  developed  and  taught  graduate  work  in  Pub- 
lic Health  Practice,  designed  to  teach  physicians  and  health  care  providers  both  the 
art  and  science  of  making  good  community  medicine  decisions  based  on  biologic,  eco- 
nomic, cultural  and  other  factors.  From  1986  to  this  past  March,  I  was  Director  of 
the  Division  of  Epidemiology  and  Disease  Control  for  Prince  George's  County,  Mary- 
land. Additionally,  for  the  past  four  years  I  served  as  Chair  of  the  immunization 
Task  Force  for  the  Metropolitan  Washington  Council  of  Governments  representing 
Northern  Virginia,  Suburban  Maryland,  and  the  District  of  Columbia.  It  is  from 
these  perspectives  I  can  speak  to  the  challenges  of  trjdng  to  immunize  children. 

The  nation-wide  epidemics  of  measles  and  mumps  in  the  late  1980's  demonstrated 
the  failure  of  many  systems  to  protect  this  Countr/s  children  from  vaccine-prevent- 
able diseases.  In  summation  these  shortfalls  included: 
— ^the  failure  of  public  health  clinics  to  be  geographically  and  temporarily  accessible 

to  the  community  they  serve; 
— the  failure  of  clinicians,  both  in  the  public  and  private  sector,  to  ensure  that  every 
visit  to  a  medical  care  provider  was  an  opportunity  to  review  and  update  vac- 
cination status; 
— the  failure  of  mothers  and  fathers  to  make  appropriate  and  timely  immunization 
a  sacrosanct  activity  of  the  parenting  role. 
From  my  perspective,  the  VFC  program  is  doing  little  to  correct  these  failures. 
The  VFC  program  which  makes  vaccine  available  for  distribution  to  private  and 
public  physicians,  does  not  focus  on  the  right  problem.  The  problem  is  not  supply 
or  cost,  but,  rather,  the  need  to  improve  access  and  outreach.  The  VFC  program 
does  not  address: 

— the  large  numbers  of  physician  providers  who  do  not  wish  to  participate  in  the 
VFC  program  because  of  low  remuneration  for  office  visits,  and  other  VFC  ad- 
ministrative requirements.  In  other  words,  even  though  the  vaccine  is  free,  the 
paperwork  involved  may  be  a  disincentive  for  physicians  to  participate. 
— the  numbers  of  children  who,  by  benefit  of  this  program,  become  FULLY  immu- 
nized. The  goal  of  all  our  immunization  efforts  is  to  achieve  95%  of  infants 
being  completely  vaccinated  by  age  two  years.  A  VFC-participating  physician 
must  report  the  number  of  vaccines  administered,  not  the  number  of  children 
brought  to  full  immunization.  An  infant  must  receive  fifteen  shots  over  four  to 
five  visits  to  be  fully  protected  against  polio,  diphtheria,  measles,  and  other  vac- 
cine-preventable diseases. 
— the  burden  on  health  departments  to  receive,  warehouse,  properly  refrigerate,  dis- 
tribute and  inventory  thousands  of  doses  of  vaccine.  We  leel  public  health  re- 
sources can  be  put  to  better  use. 
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Just  because  vaccine  is  available,  does  not  mean  that  parents  will  bring  children 
to  the  clinic,  that  children  will  be  properly  immunized  hy  their  care  provider,  or  that 
state  officials  will  have  accurate  immunization  data  to  improve  immunization  strat- 
egies. 

In  response  to  the  measles  epidemic,  the  Centers  for  Disease  Control  took  aggres- 
sive measures  to  hold  each  state  accountable  to  determining  its  immunization  needs 
and  strategies.  The  CDC  wrote  Standards  for  Pediatric  Immunization  Practice 
which  became  a  guide  and  blueprint  for  assuring  higher  immunization  rates.  Limi- 
tations in  public  health  infrastructure  were  identified,  and  each  state  produced  an 
"Immunization  Action  Plan"  which  identified  objectives,  processes,  partners  and 
time  lines  to  improving  the  number  of  infants  fully  immunized. 

In  New  Jersey,  we  have  specifically  focused  available  "Immunization  Action  Plan" 
funds  to  build  a  system  which  will  provide  for  immunization  assessment,  referral 
and  on-site  vaccine  administration  for  all  children  enrolled  in  WIC  and  APDC  pro- 
grams. We  have  already  established  successful  strategies  by  co-locating  immuniza- 
tion and  WIC  services  in  AFDC  offices  to  offer  children  and  families  "one  stop  shop- 
ping." These  now  exist  in  seven  sites  and  two  more  will  be  added  this  summer.  To 
address  the  critical  need  of  measuring  the  impact  of  this  state's  immunization  ef- 
forts, we  are  establishing  a  state-based  electronic  immunization  information  system. 
This  system  will  facilitate  a  recall  and  reminder  system  for  the  parent  and  the  pri- 
vate pnysician  by  which  we  can  identify  those  children  who  need  subsequent  shots. 
We  will  be  piloting  this  prototype  electronic  tracking  system  in  one  urban  commu- 
nity this  summer,  which  will  link  the  immunization  histories  of  patients  attending 
WIC,  AFDC,  hospital  pediatric  clinics,  FQHCs  and  several  private  physician  offices. 

There  are,  therefore,  important  immunization  program  needs,  other  than  the  bulk 
purchase  and  distribution  of  vaccine,  which  may  oe  short-changed  because  of  the  re- 
direction of  money  and  effort  to  the  VFC  program.  There  is  a  need  to  sustain  and 
increase  funding  of  state  Immunization  Action  Plans  through  317  grant  program 
funds.  The  317  program  allows  each  state  the  flexibility  to  design  and  implement 
an  immunization  program  based  upon  its  own  unique  sociodemographics  and  immu- 
nization needs.  It  facilitates  our  ability  to  identify  and  bring  into  partnership  many 
important  public  and  private  players  who  will  have  a  stake  at  living  in  communities 
with  little  threat  of  outbreaks  from  vaccine-preventable  diseases. 

Immunizing  children  is  not  a  vaccine  supply  problem.  If  the  latter  were  true,  this 
country  would  not  have  95%  of  all  children  appropriately  immunized  by  kinder- 
garten. This  rate  is  a  testament  to  the  "gatekeeper"  approach  of  requiring  shots  be- 
fore school  entry  that  demonstrates  that  full  vaccination  is  attainable.  This  high 
percentage  of  fully  vaccinated  younger  children  is  being  seen  in  those  states  now 
requiring  immunization  for  preschool  and  daycare  entry  and  receipt  of  federal  sup- 
port in  programs  such  as  WIC  and  AFDC.  Immunizing  children  is  about  outreach, 
access,  recall,  reporting  and  surveillance,  as  well  as  providing  incentives  and  pen- 
alties. In  summary,  to  sustain  high  rates  of  infant  immunization,  we  must  put  func- 
tioning systems  into  place. 

The  national  purchase  of  vaccine  and  the  development  of  state  distribution  sys- 
tems will  not  in  and  of  itself  assure  high  and  sustainable  rates  of  immunization. 
It  will  create  another  inefficient,  government-run  system.  We  have  the  opportunity, 
experience  and  vision  to  do  better  for  our  children. 

Mr.  BILIRAKIS.  Thank  you  so  much. 
Mr.  Goldberg. 

STATEMENT  OF  ROBERT  M.  GOLDBERG 

Mr.  Goldberg.  Thank  you,  Mr.  Chairman. 

Can  you  hear  me? 

Mr.  BILIRAKIS,  We  can  hear  you. 

Mr.  Goldberg.  My  name  is  Robert  Goldberg,  and  I  am  a  senior 
research  fellow  at  the  Gordon  Public  Policy  Center  at  Brandeis 
University,  and  I  have  been  looking  at  this  VFC  Program  for  a  long 
time,  probably  too  long  for  my  taste  or  for  my  famil/s  taste.  I  de- 
veloped the  first  analysis  looking  at  the  relationship  of  the  costs  as 
a  barrier  to  immunization  and  early  on  identified  some  of  the  prob- 
lems of  the  warehouse  system. 

What  I  want  to  do  today  is  just  restate  some  of  the  basic  facts 
about  the  relationship  between  cost  and  immunization  because  up 
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until  this  time  we  have  had  a  lot  of  rhetoric,  and  I  think — I  mean, 
not  here  in  this  room,  present  company  excluded,  of  course,  but 
just  generally  over  the  last  couple  of  years.  I  mean,  everybody 
wants  to  get  kids  immunized,  ana  we  know  vaccines  are  cost  effec- 
tive. 

But  let's  take  a  look  at  some  of  the  facts.  At  age  5  or  at  school 
age,  at  least  90  percent  of  America's  kids,  even  America's  poorest 
are  immunized.  While  Dr.  Satcher  said  that  sometimes  it  means 
one  shot,  in  most  States  it  means  the  full  series  of  immunizations. 

Now,  at  age  2,  before  age  5,  over  90  percent  of  America's  children 
in  day  care  settings,  including  America's  poorest,  once  again,  are 
fully  immunized  when  compliance  is  required,  and  we  also  hear 
from  Dr.  Satcher  and  others  that  when  benefits  such  as  WIC  or 
AFDC  are  tied  to  proof  of  immunization,  vaccination  rates  climb. 

Finally,  we  also  know  that  a  large  share  of  the  children  who  are 
not  fully  immunized  are  poor  children  who  see  doctors  8  to  16 
times  by  the  age  2  and  have  access  to  free  vaccine. 

So  the  targeted  question  is,  why  are  those  parents  who  are  not 
required  to  immunize  their  children  not  doing  so? 

Let  me  take  a  little  step  back  into  history  to  sort  of  explain  why. 
I  am  sure  you  are  going  to  hear,  you  have  heard  it  this  morning, 
and  you  will  hear  it  from  some  other  people  on  the  panel  that  phy- 
sicians referring  kids  out  of  the  medical  home  into  public  clinics 
causes  low  immunization  rates.  Now,  Groucho  Marx  once  said,  who 
do  you  believe,  me  or  your  eyes?  To  me,  I  have  not  come  across  any 
hard  evidence  to  that  effect. 

On  the  contrary,  supporters  of  the  VFC  invoke  the  measles  epi- 
demic of  1989  as  an  example  of  what  happens  when  you  refer  kids 
out  of  the  medical  home.  In  fact,  the  Children's  Defense  Fund 
blamed  high  vaccine  prices  setting  off  what  they  termed,  and  I  love 
this  phrase,  the  lethal  chain  of  events  that  led  to  the  epidemic  and 
death.  The  idea  was,  high  vaccine  prices  took  the  kids  out  of  the 
medical  homes,  they  never  showed  up  in  the  clinics,  they  got  the 
measles  and  died. 

Well,  the  body  of  evidence  about  the  measles  epidemic,  which 
was  conducted  by  NVAC  and  conducted  CDC  leads  to  an  entirely 
different  conclusion. 

First,  NVAC  found  that  although  immunization  levels  are  90  per- 
cent at  the  time  of  enrollment  in  school  in  the  measles  epidemic 
areas,  they  are  reported  to  be  as  low  as  50  percent  among  2-year- 
olds  in  some  innercity  populations,  the  same  district,  different  age 
group,  some  kids  are  getting  immunized,  some  not.  The  difference 
isn't  vaccine  because  the  vaccine  is  free,  it  is  the  age. 

Now,  after  that  there  were  some  other  studies  done  that  every- 
one has  referred  to  here  as  well.  Let  me  just  quote  the  Baltimore 
study  which  was  done  in  the  wake  of  the  NVAC  study  which 
showed  that  low  immunization  coverage  levels  observed  in  Balti- 
more— and,  again,  the  bulk  of  the  immunization  problem  is  in  the 
innercities — exists  despite  the  presence  of  a  large  network  of  pri- 
mary health  care  facilities  to  which  these  children  have  access,  and 
despite  the  availability  of  health  insurance,  sufficient  preventive 
health  visits  during  the  first  2  years  of  life  and  free  vaccine. 

So  what  has  happened  is  that  the  States  have  gotten  the  mes- 
sage, and  here  is  what  some  of  the  States  have  done.  By  1991 — 
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remember  the  measles  epidemic  was  in  1989 — the  measles  cases 
dropped  off  by  65  percent,  and  today  only  several  hundred  measles 
cases  are  reported.  Now  that  success  was  achieved  by  spending 
$600  million  less  on  vaccines  than  we  are  spending  today. 

Mississippi,  which  Dr.  Thompson  testified  a  couple  of  weeks  ago 
said  cost  is  not  a  issue,  we  have  raised  our  rate  to  90  percent. 

Dr.  Orenstein  of  the  CDC  has  said  Georgia  has  been  able  to  dou- 
ble immunization  rates  without  additional  vaccine  distribution.  The 
CDC's  own  compliance  experiences,  and  when  Dr.  Satchel  says  they 
have  no  way  of  evaluating,  they  do,  Congressmen  and  Mr.  Chair- 
man, it  is  called  a  randomized  control  trial.  You  test  one  subject 
and  leave  the  other  one  alone.  They  found  that  when  you  give  peo- 
ple a  3-month  WIC  supply,  their  immunization  rates  go  up  by  60 
percent. 

You  have  heard  of  the  State  of  Maryland  study. 

The  State  of  Michigan  is  beginning  to  withhold  5  percent  of 
school  aid  to  local  school  districts  that  do  not  have  90  percent  or 
above  immunization  rates,  and  I  don't  know  if  you  have  a  copy  of 
this,  but  they  have  reduced  immunization  in  noncompliant  districts 
by  100  percent,  and  they  have  here  at  the  bottom  free  immuniza- 
tions are  available  at  local  health  departments  and  clinics  across 
the  State.  They  are  raising  immunization  rates  in  these  school  dis- 
tricts using  non-VFC  dollars. 

Now  I  am  going  to  wind  up  here  because  I  know  the  time  is  run- 
ning short.  Everyone  is  afraid  we  are  getting  the  kids  immunized. 
My  daughter  told  me  to  tell  you  that  she,  in  fact,  is  fully  immu- 
nized despite  my  absent-mindedness.  I  just  want  to  make  sure  that 
we  make  policy  on  the  facts. 

I  think  the  strongest  objection  to  the  claim  that  was  mentioned 
in  the  last  couple  of  years  that  somehow  eliminating  VFC  is  like 
abandoning  our  children.  The  issue  is,  how  do  we  immunize  our 
kids.  The  way  to  do  it,  I  believe,  is  let  the  States  put  the  money 
into  tracking  primary  health  care  services,  carrot  and  sticks,  and 
getting  the  job  done,  I  believe,  should  be  the  only  means  by  which 
we  measure  our  ability  to  help  our  kids. 

[The  prepared  statement  of  Robert  M.  Goldberg  follows:] 

Prepared  Statement  of  Robert  M.  Goldberg,  Ph.D.,  Gordon  Pubuc  Policy 
Center,  Brandeis  University 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify  about  the  VFC  program. 

My  name  is  Robert  M.  Goldberg  and  I  am  a  Senior  Research  Fellow  at  the  Gordon 
Pubuc  Policy  at  Brandeis  University.  I  have  been  engaged  in  a  study  of  the  imple- 
mentation of  the  Vaccines  For  Children  program  since  it  was  introduced  in  March 
1991,  developing  the  first  analysis  of  the  relationship  of  vaccine  cost  to  immuniza- 
tion rates  and  early  on  identifying  the  potential  problems  of  the  VFC  warehousing 
system.  I  am  here  today  because  I  believe  a  restatement  of  some  of  the  key  factors 
influencing  immunization  rates  merit  discussion  at  this  point  in  the  program's  exist- 
ence. More  generally,  I  am  concerned  that  since  1993  we  have  createdf  and  fought 
over  the  VFC  program  using  little  more  than  rhetoric.  It's  time  to  examine  VFC 
purpose  in  terms  of  the  facts. 

Everyone  in  this  room  shares  the  primary  policy  objective  of  getting  children  im- 
munized on  time. 

A  national  immunization  policy  is  necessary.  But  that  policy  should  be  based  on 
an  analytical  evaluation  of  the  facts,  which  in  case  of  developing  an  approach  to  in- 
crease immunization  rates,  are  quite  clear. 

1.  At  age  5  or  at  school  age  90  percent  of  America's  children — ^including  America's 
poorest — are  fiilly  immunized. 
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2.  At  age  2  or  before  age  5,  over  90  percent  of  America's  children  in  day  care  set- 
tings-including America's  poorest — are  fully  immunized  when  such  compliance  is  re- 
quired. 

3.  When  benefits  such  as  WIC  or  AFDC  are  tied  to  proof  of  immunization,  vac- 
cination rates  climb. 

4.  A  large  share  of  children  who  are  not  fully  immunized  are  poor  children  who 
see  doctors  8-16  times  by  age  two  and  have  access  to  free  vaccine. 

The  question  is:  why  are  those  parents  who  are  not  required  to  immunize  their 
children,  not  doing  so?  What  appears  to  be  missing  are  three  factors  essential  to 
improving  immumzation  rates:  parental  initiative,  physician  participation,  and  a 
system  of  carrots  and  sticks  that  link  obtaining  benefits  to  immunization  comple- 
tion. 

Mr.  Chairman,  allow  me  to  elaborate  briefly  why  we  know  that  the  absence  of 
these  factors — not  vaccine  cost — are  the  principal  barriers  to  better  immunization 
rates. 

1.  There  is  no  hard  evidence  that  physician  referrals  to  public  health  clinics  leads 
to  low  immunization  rates.  Supporters  of  VFC  often  invoice  the  1989  measles  epi- 
demic in  which  low-income,  inner  city  children  were  largely  affected.  The  Children's 
Defense  Fund  blamed  high  vaccine  prices  as  setting  off  what  they  termed  the  "lethal 
chain  of  events"  that  lead  to  the  epidemic  and  death.  ^  From  this  perspective,  high 
vaccine  prices  led  to  doctors  to  refer  parents  to  public  health  clinics.  In  turn,  these 

Barents  failed  to  show  up  or  were  turned  away  fi-om  crowded  public  health  clinics, 
his  supposedly  led  to  a  decline  in  immunization  rates  which  of  course  led  to  the 
measles  epidemic. 

The  body  of  evidence  collected  on  the  measles  situation  leads  to  a  different  conclu- 
sion. First,  a  study  conducted  by  the  National  Vaccine  Advisory  Committee  (NVAC) 
found  that  ". . .  although  immumzation  levels  are  97  to  98  percent  at  the  time  of  en- 
rollment in  school,  they  are  reported  to  be  as  low  as  50%  among  2  year  olds  in  some 
inner  city  populations.  ^  That  is,  older  children  in  the  same  setting,  facing  the  same 
circumstances  were  immunized,  yet  their  younger  counterparts  were  not. 

Both  5  and  2  year  olds  had  tne  same  access  to  fi-ee  vaccine  or  health  care.  The 
study  found  that  "...  only  two  states  reported  inadequate  vaccine  supplies  in  the 
public  sector  for  routine  immunization  of  preschoolers,  despite  the  prevalent  belief 
that  this  was  a  major  problem."  ^  One  of  those  states,  it  turned  out,  was  Washington 
which  buys  vaccine  for  all  of  its  children. 

The  NVAC  white  paper  concludes  that  the  primary  source  of  the  measles  epidemic 
was  the  failure  to  linK  immunization  compliance  to  receipt  of  other  services.  The 
paper  reports  that  "although  inner-city  preschool  children  are  often  described  as 
hard  to  reach,  many  of  these  children  are  in  regular  contact  with  public  assistance 
programs  that  typically  see  enrolled  families  every  month The  failure  to  ade- 
quately vaccinate  many  children  currently  enrolled  in  public  assistance  programs 
suggests  thfft  many  of  the  potential  benefits  gained  by  recent  expansion  in  Medicaid 
eligibility  to  a  much  larger  group  of  poor  and  near-poor  preschoolers  may  not  be  re- 
alized unless  steps  are  taken  to  assure  that  immumzation  is  an  integral  part  of  pro- 
gram activities."^ 

Second,  follow  up  studies  on  immunization  patterns  in  Chicago,  Philadelphia,  Los 
Angeles  and  Baltimore  reaffirmed  the  findings  of  the  N^/AC  white  paper.  For  exam- 
ple, the  Baltimore  study — which  has  been  ongoing  for  two  years  has  found  that: 
"The  low  immunization  coverage  levels  observed  in  Baltimore  exist  despite 
the  presence  of  a  large  network  of  primary  health  care  facilities  to  which 
these  children  have  access  and  despite  the  availability  of  health  insurance, 
(via  Medicaid),  sufficient  preventive  health  visits  during  the  first  2  years 
of  life  and  free  vaccine . .  ."* 
In  probing  further,  it  also  became  apparent  that  physician  referrals  to  public  clin- 
ics because  of  high  vaccine  prices  played  no  role  in  creating  missed  immunization 
opportunities.  On  the  contrary,  the  Baltimore  study  also  found  that  a  combination 
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of  parental  delay  in  seeking  preventive  care  aiid  provider  practices  at  sick  and  well 
visits . . .  "serve  to  defer  and  delay  achievement  of  age-appropriate  immunization."  ^ 

Based  on  the  measles  white  paper  and  other  studies,  state  and  local  government, 
a  well  as  managed  care  organizations,  have  begun  to  increase  parental  responsibil- 
ity and  physician  participation  through  a  combination  of  more  education,  better 
tracking  and  a  carrot  and  stick  approach  to  increase  immunization  compliance.  In 
essence,  they  are  trying  to  duplicate  the  factors  that  get  school  age  and  day  care 
children  fully  immunized. 

Importantly,  these  policies  are  raising  immunizations  without  having  to  buy  addi- 
tional vaccine. 

•  By  1991,  measles  cases  dropped  off  by  65  percent  and  by  1993,  only  several  hun- 

dred measles  cases  were  reported.  The  key  to  success  was  education,  better 
tracking  and  holding  doctors  and  parents  more  accountable  for  getting  children 
immunized  against  measles. 

•  Mississippi,  "a  state  with  one  of  the  lowest  per  capita  incomes  in  the  nation,  and 

one  with  limited  public  resources  to  address  the  prevention  of  disease,  has 
achieved  one  of  the  highest  immunization  levels  for  its  two  year  old  children 
of  any  state."  According  to  Dr.  F.E.  Thompson,  the  state's  health  officer,  ". . .  we 
have  not  found  the  availability  of  vaccine,  or  its  cost,  to  be  a  significant  bar- 
rier . . ,  The  real  barriers  are . . .  our  failure  to  remind  parents  of  needed  doses 
and  our  missed  opportunities  to  immunize  children  we  are  already  seeing."  "^  By 
setting  up  a  tracking  and  reminder  system  in  its  public  clinics,  many  public 
health  districts  were  able  to  raise;  completion  levels  of  all  two  year  olds  to  90% 
without  doing  anything  about  the  cost  of  vaccine.  ^ 

•  Georgia  has  been  able  to  double  immunization  rates  among  its  poor  families  with- 

out additional  vaccine  distribution.  Indeed,  as  Dr.  Orenstein  acknowledged  in 
testimony  last  year,  many  clinics  in  Georgia  have  seen . . .  "without ...  a  major 
increase  in  funding,  increased  immunization  levels  among  their  clinic  attendees 
fi-om  less  than  40  percent ...  to  almost  80  percent."  ^ 

•  The  CDC  conducted  its  own  compliance  experiments.  It  gave  localities  the  oppor- 

tunity to  offer  parents  who  could  prove  that  children  were  up-to-date  on  their 
shots,  a  three  month  supply  of  WIC  coupons  as  opposed  to  a  one-month  supply. 
These  demonstrations  in  Dallas  and  Chicago  increased  immunization  rates 
among  the  target  population  by  60  percent. 

•  The  state  of  Maryland  started  a  program  three  years  ago  that  reduced  AFDC 

grants  by  $25  a  month  for  every  preschooler  who  wasn't  up  to  date  on  well-baby 
visits.  According  to  Grace  Clark,  the  program  director  for  this  experiment,  "the 
information  from  our  health  department  is  that  immunizations  are  up."  Other 
states,  including  Missouri,  Michigan  and  Virginia  are  adopting  similar  require- 
ments. 

•  The  state  of  Michigan  began  withholding  5  percent  of  state  school  aid  to  local 

school  districts  that  do  not  have  90  percent  or  above  immunization  rates.  The 
number  of  non-compliant  districts  dropped  by  100  percent  in  one  year. 
As  you  deliberate  about  VFC  some  states  will  say  that  the  program  is  important. 
What  they  mean  is  that  they  are  using  the  pot  of  money  VFC  provides.  My  analysis 
suggests  that  states  are  using  VFC  to  free  up  resource  for  tne  sort  of  activities  I 
have  just  described.  The  question  is,  would  it  not  be  more  reasonable  just  to  give 
states  the  money  to  take  tnese  actions  in  the  first  place?  It  is  my  opinion  that  fed- 
eral support  for  fact-based  solutions  that  work  will  insure  that  we  are  not  needlessly 
diverting  resources  from  other  important  child  health  issues. 

If  we  base  policy  on  the  facts,  not  on  rhetoric  we  can  raise  immunizations  and 
free  up  money  for  compelling  public  needs.  I  take  strong  exception  to  the  claim  that 
eliminating  VFC  is  somehow  equivalent  to  abandoning  our  children  and  that  throw- 
ing away  precious  resources  in  the  form  of  a  vaccine  entitlement  is  the  ultimate 
measure  of  how  much  we  care.  The  issue  is:  How  do  we  accomplish  our  mission  to 
immunize  our  children  accomplished  in  a  time  of  limited  resources?  The  way  to  do 
it  is  to  let  the  states  put  the  money  into  tracking,  outreach,  primary  health  care 
services  and  carrots  and  sticks.  And  getting  the  job  done — not  whether  there  is  a 
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federal  children's  vaccine  entitlement — should  be  the  only  means  by  which  we  meas- 
ure our  ability  to  help  our  children. 
Thank  you. 

Mr.  BiLlRAKls.  Thank  you  so  much,  Dr.  Goldberg. 
Dr.  Smith. 

STATEMENT  OF  DAVID  R.  SMITH 

Mr.  Smith.  Thank  you,  chairman  and  distinguished  members. 

I  would  like  to  just  auickly  cover  a  couple  of  areas.  The  first  is 
barriers,  and  the  second  is  what  we  can  actually  do  here  today. 

First  of  all,  I  am  a  pediatrician.  I  am  the  Commissioner  of 
Health  for  the  State  of  Texas,  have  been  in  that  position  almost  ac- 
tually going  on  my  fourth  year.  I  sit  on  the  National  Vaccine  Advi- 
sory Committee  also  with  Dr.  Douglas,  and  have  practiced  and 
given  immunizations  from  mainline  in  Philadelphia,  from  West 
Philadelphia  to  Southern  Dallas  where  I  worked  at  Parkland  Hos- 
pital, to  the  Rio  Grande  Valley  where  this  Congress  and  the  Na- 
tional Health  Service  Corps  had  the  wisdom  to  send  me  as  a  Joel 
Fleishman  look  alike  to  South  Texas  for  my  National  Health  Serv- 
ice Corps  obligation.  My  southern  exposure,  quite  frankly,  was  the 
best  experience  I  ever  had. 

Let  me  talk  a  little  bit  about  public  health,  changing  times  and 
what  is  going  on  in  Texas.  First  of  all,  let's  put  in  the  perspective 
of  the  issue.  We  spend  as  a  Nation  less  than  1  percent  of  our  dol- 
lars on  public  health.  That  is  why  we  are  here  today.  This  is  far 
less  than  what  we  spend  on  the  sickness  care  system.  By  the  way, 
in  Texas  that  is  $47  per  Texan  I  get  in  State,  Federal  and  local 
money  for  public  health,  immunization  is  in  there,  by  the  way, 
$4,000  for  the  sickness  care  system,  and  $27,000  per  inmate,  just 
to  put  this  all  in  perspective  just  for  a  second. 

These  are  changing  times.  We  have  the  biblical  diseases  in  my 
State.  I  still  have  plague,  TB,  leprosy  and  rabies.  I  wish  I  had  im- 
munizations for  all  those  problems.  I  wish  I  had  immunizations  for 
AIDS,  violence  and  substance  abuse.  One  would  argue  that  maybe 
we  would  get  a  little  further  in  all  of  this. 

I  also  agree  with  some  of  my  colleagues  here,  it  wouldn't  be  the 
only  way  to  fix  the  problem.  We  would  have  to  have  a  system  to 
deliver  it,  to  track  it,  and  to  make  sure  that  we  put  the  pieces  to- 
gether. 

Unfortunately  what  we  have  done  here  today  is  split  the  pieces. 
It  gets  back  to  Dr.  Satcher's  point,  this  is  not  just  about  access  to 
the  vaccine  and  the  cost,  which  in  my  State  is  an  issue.  I  have  al- 
most 2  million  uninsured  children.  I  have  almost  9  percent  of  the 
birth  cohort.  In  other  words,  the  number  of  babies  bom  each  year. 
In  my  State,  cost  is  an  issue. 

As  I  said  this  morning,  if  cost  were  not  a  factor,  it  must  be  the 
only  market  I  know  of  where  that  is  not  the  case.  If  cost  is  not  an 
issue,  I  most  certainly  would  be  driving  a  Mercedes  right  now  in- 
stead of  a  pick-up  truck.  I  think  the  same  is  true  here. 

We  looked  at  the  Dallas  study  in  1989  and  1990  and  actually  no- 
ticed a  700  percent  increase  of  migration  from  private  practices  to 
the  public  sector,  and  I  was  overwhelmed.  We  actually  did  turn 
people  away  in  Dallas  and  Dallas  County,  and  it  led  to  an  out- 
break. 
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Leading  cause,  cost,  not  the  only  one,  missed  opportunities,  all 
the  issues  you  have  heard  today.  But  put  it  all  together,  this  is  not 
an  either/or  situation.  We  are  making  it  that,  it  is  not. 

The  other  issue,  when  you  start  shifting  kids  from  the  private 
sector  to  the  public  sector,  is  actually  not  the  one  just  cited.  It  is 
the  fact  that  kids,  yes,  they  will  get  their  immunization.  What 
about  their  vision,  their  hearing,  what  about  screening  for  anemia, 
lead  determination?  That  does  get  lost,  and  there  are  studies  to 
show  that  when  you  disassociate  well-child  health,  you  do  get  im- 
munized, and  we  have  seen  it  in  some  of  our  clinics,  vou  often  will 
not  find  the  other  child  health  issues  which  can  lead  to  absentee- 
ism in  school  which  is  not  something  we  want  to  see. 

In  Texas  right  now,  we  have  taken  this  program.  Our  rates  were 
deplorable,  30  percent  of  our  2-year-olds  fully  immunized  in  the 
1989  series.  We  actually  do  have  data  and  I  am  going  to  share  it 
with  you.  At  Texas  A&M,  they  did  learn  how  to  count,  and  they 
were  able  to  go  out  and  do  a  household  survey,  a  very  accurate 
form,  randomized  in  the  State  of  Texas.  We  have  elevated  our  im- 
munization levels  for  2-year-olds  from  30  percent  to  60  percent. 
Price  is  one  of  the  issues  and,  again,  it  is  not  the  only  one.  We  have 
tied  together  programs  with  WIG,  now  with  AFDC.  We  have  gotten 
private  industry  in  partners. 

We  now  have  over  1,900,  close  to  2,000  private  physicians  in  the 
VFC  Program,  1,700  public  providers.  We  have  distributed  5.1  mil- 
lion doses  of  immunization  in  this  program,  and  we  anticipate  to 
do  more.  We  would  also  like  to  see  where  the  private  sector  could 
actually  do  some  more  of  the  distributions  so  that  we  don't  have 
to  buildup  any  more  of  our  capacity  and  infrastructure.  It  is  work- 
ing. That  randomized  trial  showed  in  Texas  that  our  rates  are  up. 

We  have  also  gotten  into  the  private  sector  in  marketing.  We 
have  Aetna.  We  have  15  Fortune  500  companies  in  Texas  in  this 
partnership.  That  is  what  we  should  be  talking  about  here  today, 
not  just  how  we  can  split  the  program  of  price,  cost,  and  what  we 
are  doing  in  those  other  areas  which  are  barriers. 

The  biggest  barrier  we  are  facing  here  today  is  uncertainty.  As 
a  State  health  official  now  going  in  the  4th  year,  that  is  always  bad 
enough,  my  job  in  many  ways  is  uncertain  because  the  average 
State  health  officer's  tenure  is  about  23  months,  I  think,  and  I  got 
Medicaid  1^2  years  ago  and  that  probably  put  me  in  a  more  vulner- 
able situation,  but  the  reality  is  that  if  we  change  the  rules  and 
we  keep  changing  for  our  public  and  private  docs  who  now  deliver 
33  percent  of  all  of  our  immunizations,  where  they  previously  did 
23  percent,  where  is  the  trust?  Are  they  going  to  go  back  and  say, 
we  can't  trust  anyone.  Are  we  going  to  change  the  rules  so  that  the 
changes  we  have  made  to  make  this  system  work  will  no  longer 
work  and  kids  will  be  without  immunizations?  I  think  that  is  a 
high  possibility. 

Very  quickly  five  recommendations  that  I  think  we  ought  to  work 
together,  all  of  us,  to  try  to  bring  together  the  issues  of  uncertainty, 
cost  and  those  other  barriers  that  Dr.  Satcher  talked  about. 

First  of  all,  we  do  need  to  make  sure  there  is  a  private  market. 
I  am  worried  about  R&D  for  a  lot  of  reasons.  I  want  fewer  shots 
for  kids  with  more  antigens  in  them.  Let's  get  that  data.  On  the 
NVAC,  we  did  push  further  to  make  sure  that  that  information  is 
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going  to  come  forth,  and  it  will  be  presented,  and  I  think  it  is  good 
that  this  committee  is  getting  involved,  but  let's  see  what  it  really 
costs.  Let's  take  a  look  at  R&D,  but  not  necessarily  the  cost 

Mr.  BILIRAKIS.  Would  you  please  summarize. 

Mr.  Smith.  I  will,  sir. 

Let's  take  a  look  at  another  issue  I  know  you  want  to  tackle,  in- 
surance reform.  Let's  preserve  private  market  by  getting  insurers 
both  in  and  out  of  ERISA  to  cover  first  dollar  immunizations.  Do 
you  want  to  preserve  private  markets,  let's  take  a  look  at  that. 

Children's  health,  deplorable,  2  million  Texas  kids  without  chil- 
dren's health  coverage.  That  is  an  issue.  I  can  preserve  private 
market.  Let's  link  with  WIC  and  AFDC.  Let's  invest  in  tracking  be- 
cause in  our  State,  like  yours,  we  track  lottery  tickets  better  than 
we  do  kids'  immunization  status.  That  is  deplorable. 

And  let's  also  invest  in  marketing.  We  sell  every  day  Nike's  and 
McDonald's  and  hotel  rooms.  When  did  you  see  on  a  Super  Bowl 
Sunday,  the  most  expensive  air  time,  one  of  our  immunization  ad- 
vertisements. It  is  the  most  expensive  air  time.  Proof  will  be  in  the 
pudding,  the  day  that  happens  is  the  day  we  are  serious  about 
marketing.  If  we  can't  fix  measles,  folks,  what  can  we  fix,  both  in 
Washington  and  in  Austin. 

Finally,  I  just  want  to  remind  all  of  you  the  most  poorly  immu- 
nized group  in  this  room  are  adults.  I  won't  ask  each  of  you,  but 
think  about  your  own  status  in  pneumococcal.  Hepatitis  B,  tetanus 
and  influenza.  Has  your  doctor  talked  to  you  about  it? 

Thank  you. 

[The  prepared  statement  of  David  R.  Smith  follows:] 

Prepared  Statement  of  David  R.  Smith,  M.D.,  Commissioner,  Texas 
Department  of  Health 

Chairman  Bilirakis,  Chairman  Waxman,  distinguished  subcommittee  members, 
my  name  is  David  Smith.  I  am  the  Texas  Commissioner  of  Health  and  head  of  the 
Texas  Department  of  Health.  I  am  also  representing  the  Association  of  State  and 
Territorial  Health  Officers. 

I  appreciate  the  opportunity  to  talk  with  you  about  a  topic  that  is  a  number  one 
health  priority  in  Texas:  immumzation. 

In  my  tenure  as  Commissioner  of  Health  I  have  looked  for  every  way  possible  to 
increase  the  rate  of  immunizations  in  Texas.  Immunizing  children  is  one  of  the  most 
cost  effective  health  initiatives  around.  It  is  our  goal  in  public  health  to  immunize 
all  children  against  preventable  diseases.  We  cannot  continue  to  look  at  measles, 
mumps  and  whooping  cough  as  normal  childhood  diseases  which  every  child  goes 
through.  These  illnesses  are  serious,  even  deadly,  and  we  have  no  excuse  for  not 
eliminating  them  in  this  country. 

The  Vaccines  for  Children  Program  (VPC)  is  one  important  element  of  our  effort 
to  wipe  out  vaccine-preventable  diseases  in  Texas.  In  public  health  we  are  often 
challenged  with  piecing  together  a  variety  of  programs  and  strategies  to  reach  a 
goal.  The  VFC  program  contributes  the  following  pieces  in  the  effort  to  immunize 
our  children:  1)  it  covers  children  that  do  not  have  insurance;  2)  it  creates  public- 
private  partnerships;  and  3)  it  allows  states  to  purchase  more  vaccines  at  a  lower 
price. 

Increasing  Immunization  Rates  by  Reaching  More  Children 

The  VFC  program  is  critical  in  that  it  targets  those  uninsured  children  and  those 
whose  insurance  does  not  cover  vaccines.  In  Texas,  only  about  20  percent  of  the  chil- 
dren have  health  insurance  which  includes  the  cost  of  vaccines.  With  the  VFC  pro- 
gram an  eligible  child  can  be  taken  to  a  regular  family  doctor  and  receive  all  the 
vaccines  necessary,  even  if  the  insurance  does  not  cover  them.  Therefore,  this  pro- 
gram not  only  helps  to  increase  immunization  rates,  it  also  helps  establish  a  medi- 
cal home  for  the  child. 
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It  is  my  belief  that  every  child  in  this  country  should  be  immunized,  and  this 
right  should  be  an  inalienable  right  and  not  a  privilege.  A  child  should  be  immu- 
nized regardless  of  ability  to  pay. 

The  Public-Private  Partnership 

The  obligation  we  have  to  our  children  does  not  lie  in  the  public  sector  alone;  nor 
does  it  lie  in  the  private  sector  alone.  We  must  have  a  delivery  infrastructure  that 
encourages  both  pubUc  health  clinics  and  the  private  physicians  to  participate.  We 
need  to  remove  any  barriers  which  discourage  private  physicians'  fml  participation 
in  our  efforts  to  immunize. 

The  VFC  program  is  a  vehicle  which  encourages  public  and  private  cooperation. 
We  have  workea  hard  in  Texas  to  recruit  private  physicians  to  work  with  us  in  the 
laudable  national  goal  of  a  90  percent  immunization  rate  of  two-year  olds  by  1996. 

Vaccine  is  supplied  at  no  cost  to  all  providers  enrolled  in  the  Texas  Vaccines  for 
Children  program.  To  date,  VFC  vaccines  have  been  delivered  to  over  1,900  physi- 
cians and  to  1,700  organizations  throughout  Texas.  The  combined  effort  of  public 
and  private  sectors  represents  an  unprecedented  approach  to  implementation  of  a 
prevention  program  and  should  be  used  as  a  model  for  other  efforts. 

If  we  were  to  dismantle  the  VFC  program  after  all  these  relationships  have  been 
estabhshed  we  could  jeopardize  our  relationship  with  the  private  sector.  Many  pri- 
vate physicians  will  view  the  short  life  of  the  VFC  program  as  just  another  public 
sector  mess  that  has  cost  them  time  and  effort. 

We  don't  need  a  system  where  private  physicians  refer  children  to  public  health 
clinics  for  immunization.  We  cannot  continue  sending  people  on  a  scavenger  hunt 
for  health. 

Federal  Optional  Use  Contract 

The  VFC  program  allows  us  to  purchase  vaccines  at  the  federal  contract  price. 
The  contract  price  allows  us  to  purchase  twice  as  many  vaccines  as  we  would  other- 
wise. That  is  a  good  use  of  public  funds. 

If  the  VFC  program  is  eliminated,  Texas  stands  to  lose  a  minimum  of  $26  million, 
the  amount  we  will  receive  in  calendar  year  1995.  We  also  would  be  faced  with  the 
costs  incurred  in  treating  diseases  that  could  have  been  prevented  with  vaccines. 

The  VFC  program  offers  a  long-term  strategy  for  increasing  immunization  rates. 
It  establishes  a  system  of  care  that  incorporates  vaccines  and  other  preventive 
measures  in  health  care.  VFC  brings  private  doctors  into  the  system  where  public 
clinics  may  not  exist,  a  common  occurrence  in  Texas. 

On  behalf  of  all  children,  I  urge  you  to  continue  this  crucial  program. 

Mr.  BiLlRAKis.  Thank  you  so  much,  doctor. 
Dr.  Cooper. 

STATEMENT  OF  LOUIS  Z.  COOPER 

Mr.  Cooper.  Thank  you  very  much,  Mr.  Chairman.  It  is  privilege 
to  speak  on  behalf  of  the  50,000  members  of  the  American  Acad- 
emy of  Pediatrics  and  the  family  physicians  who  truly  are  the  back- 
bones of  medical  care  for  60  million  children. 

What  I  would  like  to  do  is  talk  about  some  results  in  a  program 
that  is  8  months  old.  If  time  permits,  make  a  few  comments  be- 
cause I  am  as  concerned  about  the  frightening  comments  made  by 
the  previous  panel  with  regard  to  potential  impacts  on  R&D  as 
they  are. 

It  is  remarkable,  New  York  is  now  the  third  largest  State.  What 
you  just  heard  in  terms  of  positive  impacts  of  Vaccines  For  Chil- 
dren Program  in  the  second  largest  State,  Texas,  a  State  that  no 
one  has  any  trouble  distinguishing  from  New  York,  the  results  are 
remarkably  similar. 

We  have  gotten  to  where  we  are  in  this  country  in  terms  of  our 
successes  with  vaccine  because  of  the  long  tradition  of  public-pri- 
vate partnerships  of  vaccines  and  immunization  and  childhood  im- 
munization being  remarkably  bipartisan.  For  me  one  of  the  biggest 
downsides  of  this  struggle  that  we  have  been  going  through  for  the 
last  2  years  is  the  divisiveness  that  has  been  associated  with  at- 
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tempts  to  expand  immunization  to  America's  kids.  It  is  about  time 
that  we  brought  that  back  together  because  this  is  either  an  issue 
that  we  do  together  or  we  don't  do  at  all. 

Everyone  who  has  spoken  from  your  committee,  Mr.  Bilirakis, 
has  talked  about  the  value  of  a  medical  home,  and  there  is  no  ques- 
tion that  access  to  a  medical  home,  seeing  that  every  child  has  his 
own  physician,  is  at  the  heart  of  what  immunizations  are  all  about, 
and  the  success  of  a  program. 

Unfortunately,  since  this  debate  began  several  years  ago,  there 
are  another  over  2  million  uninsured  children  in  the  United  States. 
The  Academy  has  supported  the  Vaccines  For  Children  Program 
because  it  is  a  multifaceted  program.  Clearly  cost  is  not  the  only 
barrier,  but  60  percent  of  our  membership  has  said  that  cost  is  an 
important  barrier.  That  is  true  also  for  Dr.  Conrad's  State  of  Okla- 
homa. 

The  Vaccines  For  Children  Program  does  support  professional 
and  public  education  that  is  much  needed,  outreach,  tracking,  we 
are  building  a  registry  in  New  York,  something  every  member  of 
this  committee  has  said  it  supports. 

Now  let's  talk  about  what  has  happened  in  8  months.  Not  only 
has  this  program  been  overevaluated  for  the  last  8  months,  but 
also  people  have  been  using  it  in  States  like  New  York.  What  has 
happened  is  this,  prior  to  Vaccines  For  Children  Program  we  in- 
creasingly were  losing  our  children  from  private  doctor's  offices  into 
increasingly  overloaded  clinics.  We  were  losing  all  of  those  other 
things  that  go  with  the  medical  home  that  Dr.  Smith  mentioned, 
the  history,  the  physical  examinations,  the  lead  screening,  the  he- 
moglobin, the  nutrition  counselling,  the  counselling  to  do  the  injury 
prevention,  to  take  the  poisons  out  from  under  the  sink,  and  so 
forth. 

Since  the  Vaccines  For  Children  Program  has  been  implemented 
in  a  very  difficult  State,  New  York,  a  number  of  things  have  hap- 
pened, and  these  are  the  data,  2,800  private  doctors  have  enrolled, 
475  institutional  providers  have  enrolled,  2.8  million  doses  of  vac- 
cine have  been  distributed.  What  have  been  the  responses  from  the 
pediatricians,  58  percent  have  said  they  have  increased  the  number 
of  Medicaid  children  they  would  see  because  of  this  program — we 
are  doing  what  we  have  tried  to  do,  get  them  back  to  their  doc- 
tors— 89  percent  have  said  the  VFC  Program  is  good  for  children, 
and  87  percent  have  said  that  getting  the  vaccine  through  the  dis- 
tribution system  that  is  still  being  worked  out  and  refined  but  it 
has  been  quite  reasonable  and  relatively  convenient. 

Furthermore,  in  terms  of  impact,  of  the  37  counties  surveyed  in 
New  York,  there  has  been  a  30  percent  drop  in  the  visits  to  public 
clinics  for  immunization  and  we  have  made  the  shift  to  get  kids 
back  to  where  they  get  comprehensive  care,  not  just  a  grab  them 
and  stab  them  approach. 

Now  New  York's  largest  industry  is  health  services,  teaching  and 
research.  It  is  extremely  fragile  and  its  future  is  very  problematic 
related  to  such  issues  as  managed  care,  managed  competition  and 
the  potential  blocking  of  Medicaid.  One  of  the  things  that  is  work- 
ing is  the  Vaccines  For  Children  Program.  So  I  would  urge  you  to 
allow  it  to  mature,  track  it,  keep  it  accountable,  and  all  that  goes 
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with  it,  but  already  it  has  proven  its  effectiveness  in  New  York 
State. 

For  example,  we  now  will  move  into  the  varicella  vaccine.  We 
couldn't  do  that  under  our  cost  containment  except  that  now  there 
will  be  funding  for  it.  Hepatitis  B  has  been  a  failure  over  the  last 
15  years.  We  have  improved  our  Hepatitis  B  programs  because  of 
the  Vaccines  For  Children  Program. 

Mr.  BiLlRAKls.  Could  I  ask  you  to  summarize,  Dr.  Cooper? 

Mr.  Cooper.  Sure. 

VFC  won't  cure  our  problems  in  the  delivery  of  child  health  in 
this  country,  no  question  about  it,  but  from  our  experience  as  pedi- 
atricians across  the  country,  it  has  been  a  valuable  tool.  It  needs 
some  fixing.  We  need  to  deal  with  the  concerns  expressed  by  the 
previous  panel,  but  we  believe  if  we  come  together  in  a  dialog  of 
this  kind  that  we  can  sort  out  how  to  deal  with  R&D  and,  in  the 
meantime,  how  we  can  make  sure  we  get  vaccine  to  the  kids  who 
need  it.  That  has  been  our  experience  in  New  York  and  across  the 
country. 

[The  prepared  statement  of  Louis  Z.  Cooper  follows:] 

Prepared  Statement  of  Dr.  Louis  Z.  Cooper,  Director  of  Pediatrics,  St. 
Luke's-Roosevelt  Hospital  Center  on  Behalf  of  the  American  Academy  of 
Pediatrics 

Mr.  Chairman,  meinbers  of  the  Committee,  I  am  Dr.  Louis  Z.  Cooper,  Director  of 
Pediatrics  at  St.  Luke's-Roosevelt  Hospital  Center  and  Professor  of  Pediatrics  at  Co- 
lumbia University  in  New  York  City,  today  representing  the  American  Academy  of 
Pediatrics.  As  one  who  has  spent  the  majority  of  his  professional  life  in  the  area 
of  immunizations,  from  the  perspective  of  a  researcher,  a  practitioner,  a  parent  and 
a  policy  maker,  I  share  in  our  country's  tremendous  scientific  progress,  as  well  as 
this  nation's  responsibility  to  its  youngest  citizens  in  providing  these  benefits. 

While  the  Academy  looks  forward  to  serious  discussions  with  this  Committee  on 
how  the  needs  of  children  and  pregnant  women  can  best  be  addressed  under  struc- 
tural changes  and  budget  reductions  in  the  Medicaid  program,  today  we  are  urging 
that  the  Vaccines  for  Children  (VFC)  program  remain  a  Federal  program  with  basi- 
cally the  same  structure.  This  is  not  to  say  that  this  program  is  perfect,  nor  should 
it  continue  in  perpetuity.  But  in  the  overall  scheme  of  things,  with  so  many  pro- 

frams  that  impact  upon  children  and  their  families  in  flux,  the  very,  least  we  can 
0  is  make  sure  our  children  are  age-appropriately  immunized,  preferably  in  their 
medical  home. 

The  VFC  program  provides  an  important  remedy  for  obstacles  to  our  nation's  im- 
munization initiative  in  three  important  areas:  1)  it  provides  immunizations  for  the 
increasing  number  of  children  in  working,  middle-class  families  where  dependent 
coverage  is  either  not  covered  or  has  been  dropped  and  allows  them,  as  well  as  Med- 
icaid recipients  and  Native  Americans,  to  receive  immunizations  in  a  medical  home; 
2)  it  assures  that  all  eligible  children  will  receive  the  benefits  of  newly  rec- 
ommended vaccines  for  school  entry,  thus  strengthening  the  immunity  levels  of  the 
community;  and  3)  it  gives  states  the  option  to  purchase  additional  vaccines  to  cover 
those  underinsured  children  who  have  typical  insurance  policies  which  do  not  in- 
clude immunizations. 

My  testimony  today  will  address  these  important  provisions  fi-om  the  perspective 
of  what  the  VFC  program  does  for  families,  for  communities  and  for  states,  all  of 
which  at  interrelated.  Although  the  VFC  program  is  only  8-months-old,  it  is  fast  be- 
coming an  integral  part  of  this  nation's  goal  of  protecting  its  youngest  citizens  from 
the  ravages  of  vaccine-preventable  diseases.  It  must  be  viewed  within  the  context 
of  all  other  public  and  private  health  initiatives— each  contributing  an  importent 
element. 

families 

It  was  President  Dwight  D.  Eisenhower  who  pledged,  after  the  polio  vaccine  was 
licensed,  that  all  children  would  be  vaccinated,  regardless  of  their  ability  to  pay. 
This  president,  noted  for  his  military  prowess,  knew  the  value  of  investing  resources 
to  protect  children  in  particular  and  society  as  a  whole.  Implicit  in  this  analogy  is 
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an  effective  organization  of  the  "troops."  The  past  successes  of  our  immunization 
programs  exemphfy  the  best  cooperative  efforts  among  federal,  state  and  local  gov- 
ernments and  medicine's  private  sector. 

As  difficult  as  budgetary  choices  are,  we  must  not  shortchange  our  children.  Sim- 
ply put,  when  immunization  rates  decline,  the  incidence  of  diseases  increases.  Suc- 
cess cannot  breed  complacency. 

The  VFC  program  was  initiated  at  the  beginning  of  the  health  care  reform  debate 
to  establish  prevention  as  an  early  priority  and  protection  of  children  as  an  essential 
element.  It  was  simply  a  place  holder  until  all  children  and  adolescents  had  finan- 
cial access  to  comprehensive  health  care,  including  immunizations.  During  the  last 
year  alone,  2.5  million  more  children  lost  private  health  insurance.  These  are  the 
children  of  working,  middle-class  families  and  these  are  the  families  that  depend  on 
this  program. 

The  VFC  program  is  not  a  new  entitlement.  All  children  are  entitled  to  be  immu- 
nized at  public  expense  (a  combination  of  both  federal  and  state  dollars)  in  public 
clinics.  Hence  the  issue  at  hand  really  is  not  whether  all  children  will  continue  to 
be  entitled  to  fi"ee  vaccines  but  where  they  will  have  to  go  to  get  them.  The  VFC 
program  simply  facilitates  the  important  symbiotic  relationship  and  shared  respon- 
sibuity  of  both  the  public  and  private  sectors  in  assuring  all  children  are  fully  im- 
munized. It  allows  families  to  stay  in  their  medical  home  and  receive  immunizations 
as  part  of  their  ongoing,  comprehensive  care. 

The  essentials  of  an  adequate  medical  home  include:  1)  geographic  and  financial 
accessibility;  2)  continuity  of  care;  3)  coordination  through  identification  of  needs 
and  linkage  of  the  family  to  services  needed  by  the  child;  and  4)  community  aware- 
ness of  chuld  health  problems  and  resources  within  the  community.  It  is  within  the 
context  of  this  medical  home  that  we  can  work  toward  timely  immunizations  and 
eliminate  missed  opportunities.  Why  should  immunizations  become  a  two-step  proc- 
ess where  a  family  goes  one  place  for  well-child  care  and  another  for  immuniza- 
tions? Physician  offices  are  open  at  night  and  on  week-ends  to  accommodate  work- 
ing families;  clinics  are  not.  For  many  families,  time  off  fi"om  work  can  be  a  very 
real  barrier.  While  there  are  no  studies  that  document  the  impact  of  delayed  immu- 
nizations, why  should  we  risk  it? 

The  income  level  of  families  is  irrelevant  to  this  debate.  It  is  the  level  of  dispos- 
able income  that  is  at  issue  when  immunizations  are  needed.  A  variety  of  cir- 
cumstances, such  as  household  expenses  or  illness  of  other  family  members,  weigh 
heavily  on  young  parents.  Under  these  common  circumstances,  disease  prevention 
can  become  a  much  lower  priority  than  the  needs  of  day-to-day  existence.  Mean- 
while, the  unprotected  child  is  at  risk  of  acquiring  a  serious  illness  and/or  infecting 
others  in  the  conmiunity  whose  immune  system  may  be  compromised  for  a  variety 
of  reasons. 

COMMUNITIES 

As  someone  who  has  treated  children  with  these  diseases  over  the  course  of  my 
career,  the  VFC  provision  that  assures  all  eligible  children  will  receive  the  benefits 
of  recommended  vaccines  for  school  entry  is  a  long  overdue  correction  to  our  rational 
program.  Before  VFC,  children  who  depended  on  the  public  sector  for  vaccines  had 
to  wait  their  turn  as  the  dollars  needed  to  purchase  tnese  vaccines  were  phased  in 
over  time.  Simply  put,  we  put  at  risk  the  most  vulnerable  in  our  society  for  lack 
of  a  few  dollars.  VFC  puts  fairness  and  humanity  back  in  the  system. 

Accountability  for  vaccine  purchases  under  this  program  are  achievable  at  the 
community  level.  Speaking  for  my  colleagues  in  the  private  sector,  we  applaud  the 
commitment  of  this  Congress  in  giving  a  high  priority  to  administrative  simplicity. 
We  have  participated  in  pilot  studies  with  the  CDC  in  looking  for  better  ways  to 
both  order  and  track  vaccine  usage  under  this  program. 

STATES 

A  very  important  provision  in  the  VFC  proeram  allows  states  to  go  even  further, 
at  their  own  expense,  to  cover  underinsured  cnildren — children  whose  families  have 
insurance  but  that  insurance  doesn't  include  immunizations.  In  essence,  these  work- 
ing families  with  young  children,  who  have  the  least  insurance  coverage  and  the 
least  disposable  income,  are  paying  taxes  that  help  subsidize  public  clinics  and  fami- 
lies with  no  dependent  insurance  coverage. 

Twenty-one  states  and  one  U.S.  territory  have  moved  to  rectify  this  problem  and 
elected  to  become  universal  purchase  states.  These  states  have  purchased  additional 
quantities  of  vaccines  at  the  federal  contract  price  to  cover  these  families.  Other 
states,  including  my  own  of  New  York,  have  not  attained  universal  status,  but  have 
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elected  to  purchase;  additional  vaccines  for  these  purposes.  Without  the  provisions 
in  the  VFCf  program,  other  states  would  be  prohibited  irom  this  opportunity. 

States  with  universal  purchase  status  include:  Alaska,  Colorado,  Connecticut, 
Delaware,  Hawaii,  Idaho,  Illinois,  Maine,  Massachusetts,  Nevada,  New  Hampshire, 
New  Mexico,  North  Carolina,  North  Dakota,  Rhode  Island,  South  Carolina,  South 
Dakota,  Texas,  Vermont,  Washington  and  Wyoming.  Puerto  Rico  also  has  universal 
purchase  of  vaccines. 

Let's  give  these  families  a  break!  The  Vaccines  for  Children  program  serves  to 
promote  parental  responsibility,  not  hinder  or  fragment  care  for  cniloren.  Its  impor- 
tant provisions  must  oe  protected  under  any  type  of  Medicaid  restructuring.  We  can- 
not leave  children's  immunizations  to  chance. 

Mr.  Greenwood  [presiding].  Thank  you,  Dr.  Cooper. 
Mr.  Weill. 

STATEMENT  OF  JAMES  WEILL 

Mr,  Weill.  Thank  you,  Mr.  Greenwood. 

One  of  the  central  goals  of  the  Children's  Defense  Fund  is  to  en- 
courage preventive  investment  in  children  before  they  get  sick  or 
drop  out  of  school  or  get  into  trouble  and  that  is  why  we  are  so 
positive  about  the  VFC  program.  It  is  rare  that  a  program  can  save 
human  lives,  improve  the  Nation's  health  and  save  public  money. 

VFC's  success  in  doing  all  of  this  is  because  it  attacks  directly 
one  of  the  primary  causes  of  the  underimmunization  of  American 
children,  the  cost  of  vaccines.  As  others  who  are  proponents  of  this 
program  have  said  today,  there  are  numerous  causes  of  under- 
immunization of  America's  children,  not  just  cost.  And  since  post- 
ers have  been  big  today,  I  wanted  to  show  you  Children's  Defense 
Fund  and  Chase  Manhattan  Bank  have  just  launched  a  campaign 
in  New  York  City  and  other  cities  aimed  at  parents  to  get  parents 
to  take  their  kids  in  to  be  immunized.  There  are  multiple  causes 
and  we  have  to  deal  with  all  of  those  causes. 

But  the  high  cost  of  vaccines  certainly  plays  a  substantial  role 
in  providers  not  immunizing  children  even  when  children  are  in 
the  doctors'  officers.  This,  in  fact,  is  what  the  missed  opportunities 
that  have  been  talked  about  all  day  are. 

There  are  certainly  irresponsible  parents  in  this  country  who 
avoid  getting  their  children  immunized.  But  to  suggest  that  one- 
third  of  America's  parents,  since  one-third  of  2-year-olds  don't  have 
a  full  set  of  immunizations,  to  suggest  that  one-third  of  America's 
parents  are  irresponsible  misses  the  point  and  it  is  absurd.  Rather, 
the  issue  is  costs  and  missed  opportunities  which  are  linked  to- 
gether. 

Because  of  costs,  private  providers'  offices,  children's  existing 
medical  homes  too  often  refer  children  before  VFC  to  overwhelmed 
public  clinics  for  immunization.  The  GAO  testimony  that  vaccine 
cost  is  not  a  barrier  but  that  there  is  a  real  problem  of  missed  op- 
portunities during  children's  regular  contacts  with  their  health  care 
providers  is  thus  internally  contradictory.  These  missed  opportuni- 
ties are  happening  and  doctors  and  parents  are  foregoing  opportu- 
nities. But  the  studies  show,  and  the  studies  are  attached  to  our 
testimony,  that  the  opportunities  are  being  missed  precisely  be- 
cause of  the  increased  vaccine  costs  that  families  can't  afford. 

Moreover,  cost  is  likely  to  be  a  factor  of  substantially  growing, 
not  shrinking,  importance  in  the  years  ahead.  Cost  is  going  to  grow 
as  a  barrier  because  total  vaccine  cost  to  each  family  likely  will  rise 
as  new  vaccines  come  onto  the  market  and  cost  is  going  to  grow 
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as  a  barrier  because  more  and  more  children  are  likely  to  be  unin- 
sured in  the  years  ahead. 

For  the  last  15  years,  each  year  an  additional  1  percent  of  Ameri- 
ca's children  have  lost  private,  employer-based  health  insurance. 
That  trend  is  continuing.  By  the  end  of  this  decade,  in  the  absence 
of  significant  health  reform,  fewer  than  half  of  the  Nation's  chil- 
dren will  have  private  health  insurance. 

On  the  public  side,  the  weakening  of  Medicaid  is  also  going  to 
cause  cost  of  vaccines  to  grow  as  an  immunization  barrier.  Revers- 
ing the  Medicaid  eligibility  expansions  for  children  of  recent  years 
would  be  a  mistake  and  a  block  grant  would  be  a  bigger  mistake 
yet,  adding  millions  of  children,  mostly  from  working  families,  to 
the  ranks  of  the  uninsured. 

So  while  it  is  important  that  children  not  bear  the  brunt  of  any 
Medicaid  cutbacks,  in  fact  we  all  know  we  are  going  to  see  Medic- 
aid squeezed  even  if  it  is  not  slashed  in  the  years  ahead  and  chil- 
dren's underinsured  is  going  to  rise  for  that  reason  as  well.  VFC 
is  thus  a  crucial  bulwark  against  what  promises  to  be  a  growing 
problem  of  uninsured  families  for  whom  cost  is  a  barrier. 

Let  me  also  say  that  if  VFC  is  part  of  a  Medicaid  block  grant  or 
made  into  a  discretionary  program  or  combined  with  some  other 
discretionary  program,  I  do  fear  for  the  future  health  of  America's 
children  The  green  light  never  went  on  but  I  assure  you  I  will  keep 
this  within  five  minuets. 

Mr.  Greenwood.  You  are  quite  right.  Therefore,  you  have  some- 
thing between  unlimited  time  and  no  time. 

Mr.  Weill.  I  will  try  to  use  both. 

As  we  all  know,  we  are  entering  an  era  of  budget  cutting  that 
will  be  very  tough  on  discretionary  programs.  If  the  committee 
looks  at  the  funding  history  of  some  of  the  1981  health  block 
grants,  including  the  preventive  health  block  grant,  and  looks  as 
well  at  the  cuts  in  programs  that  are  proposed  in  the  House  and 
Senate  budget  budgets  for  programs  like  the  maternal  and  child 
health  block  grant,  huge  cuts,  this  does  not  suggest  that  the  an- 
swer to  the  immunization  problem  in  this  country  is  a  block  grant 
or  a  discretionary  program.  These  programs  are  going  to  shrink 
dramatically  in  the  years  ahead. 

Moreover,  the  competing  fiscal  and  political  claims  on  State  offi- 
cials tell  us  that  we  can't  have  confidence  in  what  the  States  will 
do  on  their  own.  Shortly  before  VFC,  the  Children's  Defense  Fund 
conducted  a  study  of  how  State  Medicaid  programs  had  coped  with 
the  skyrocketing  vaccine  costs  of  the  1980's.  States  were  not  bulk 
purchasing  vaccines  for  Medicaid  in  many  instances  because  the 
manufacturers  had  lobbied  successfully  at  the  State  level  to  fore- 
stall exactly  that.  And  several  States  were  reimbursing  doctors  for 
immunization  services  at  a  rate  less  than  the  cost  of  vaccines  alone 
with  no  administration  fee.  We  can  be  sure  that  there  were  tens 
of  thousands  of  missed  opportunities  when  States  were  responsible 
for  doctors  losing  money  every  time  they  vaccinated  a  child. 

To  finish  up,  throughout  the  1980's,  as  vaccine  costs  rose,  efforts 
flagged  in  many,  not  all  but  in  many  States  and  that  is  why,  as 
immunization  rates  rose  throughout  the  world  in  the  1980's,  they 
fell  in  the  U.S.  throughout  the  1980's  and  early  1990's.  That,  in 
fact,  is  why  dozens  of  children  died  unnecessarily  in  this  country 
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in  1991  and  1992  and  I  firmly  believe  that  if  we  forget  this  docu- 
mented history,  we  will  be  condemned  to  repeat  it. 
[The  prepared  statement  of  James  Weill  follows:] 

Prepared  Statement  of  James  Weill,  General  Counsel,  Children's  Defense 

Fund 

We  appreciate  the  opportunity  to  testify  in  support  of  the  Vaccines  for  Children 
program.  The  Children's  Defense  Fund  is  a  national  children's  advocacy  organiza- 
tion that  exists  to  provide  a  strong  and  effective  voice  for  all  the  children  of  Amer- 
ica, who  cannot  vote,  lobby,  or  speak  for  themselves.  We  pay  particular  attention 
to  the  needs  of  poor,  minority  and  disabled  children.  One  of  our  central  goals  is  to 
encourage  preventive  investment  in  children  before  they  get  sick,  drop  out  of  school, 
suffer  fEunily  breakdown,  or  get  into  trouble. 

That  is  why  we  are  so  positive  about  the  Vaccines  for  Children  (VFC)  program — 
a  powerful  early  preventive  investment.  Despite  some  initial  administrative  mfficul- 
ties,  the  VFC  program  has  made  an  excellent  start  and  is  fulfilling  its  original 
promise  of  significantly  reducing  financial  barriers  to  the  timely  immunization  of 
children,  especially  infants  and  toddlers. 

It  is  rare  that  a  program  can  save  human  lives,  improve  the  nation's  health,  and 
save  public  money.  It  would  be  a  tragic  mistake  to  cripple  or  destroy  such  a  pro- 
gram— and  therebv  sacrifice  children's  lives  and  health  and  public  money  all  at  the 
same  time.  It  is  also  rare  that  a  health  program  has  such  strong  support  fi*om  fed- 
eral officials  and  state  officials  and  private  providers.  We  see  such  support  for  VFC 
fix»m  the  Department  of  Health  and  Human  Services,  fi-om  Republican  and  Demo- 
cratic health  officials  in  virtually  every  state,  from  the  Association  of  State  and  Ter- 
ritorial Health  Officials,  from  the  American  Academy  of  Pediatrics,  and  from  the 
doctors  who  are  signing  up  quickly  by  the  thousands  to  participate  in  this  program. 

Overwhelmingly,  the  opinion  of  state  health  departments  and  private  health  care 
providers  is  that  the  Vaccines  for  Children  program  boosts  immunization  rates;  is 
a  key  factor  in  maintaining  the  continuity  of  health  care  for  children;  forms  a  vital 
collaboration  between  the  public  and  private  health  care  sectors;  reduces  the  burden 
on  public  health  clinics,  enabling  them  to  serve  more  effectively  their  regular  pa- 
tients; allows  the  development  of  innovative  state  immunization  programs  that  cus- 
tomize the  provision  of  immunization  services  to  specific  populations;  provides  chil- 
dren in  low  and  moderate  income  families  with  the  same  access  to  new  vaccines  as 
those  in  higher  income  families — an  important  public  health  consideration  in  the 
control  and  eradication  of  disease;  and  encourages  the  development  of  new  and  com- 
bination vaccines,  leading  to  a  simpler  and  more  manageable  immunization  sched- 
ule. It  is  imperative  that  the  Vaccines  for  Children  program  be  retained  in  its  cur- 
rent form  so  that  states  can  continue  to  make  progress  toward  the  90  percent  immu- 
nization goal  and  the  protection  of  all  children  from  vaccine-preventable  diseases. 

The  VFC  program  is  successful,  and  it  draws  this  support,  because  it  attacks  di- 
rectly one  of  the  primary  causes  of  the  underimmunization  of  American  children — 
the  cost  of  vaccines.  Cost  is,  of  course,  not  the  only  problem.  But  those  who  oppose 
VFC  by  saying  there  are  other  barriers  to  immunization  miss  the  point  and  prove 
nothing.  There  are  other  barriers,  and  other  initiatives  as  well  as  VFC  are  dealing 
with  them.  But  we  believe  cost  is  the  most  important  barrier,  and  nobody  can  dis- 
pute that  it  is  one  of  the  two  or  three  most  important  barriers,  and  one  that  must 
be  dealt  with  head-on. 

There  is  abundant  evidence  in  medical  and  public  health  studies  that  the  high 
cost  of  vaccines  was  plajdng  a  role  before  VFC  in  parents  not  seeking  immuniza- 
tions, and  in  providers  not  immunizing  children.  As  a  result,  private  providers'  of- 
fices— children's  existing  "medical  homes" — too  often  referred  children  to  over- 
whelmed public  climes  for  immunization.  High  vaccine  purchase  costs  (and  the  re- 
sulting squeeze  on  reimbursement  rates  for  administration  of  the  vaccines)  «dso 
prompted  the  referral  of  many  Medicaid-enrolled  children  to  public  clinics  for  immu- 
nization. Unsurprisingly,  it  was  precisely  during  the  period  that  vaccine  costs  were 
skyrocketing  (and  young  families  incomes  dropping)  tnat  our  nation's  immunization 
problems  worsened.  There  can  be  no  question  that  vaccine  costs  play  a  significant 
role  in  the  under-immunization  of  America's  infants  and  toddlers.  We  have  attached 
to  our  testimony  a  summary  of  studies  that  document  the  impact  that  the  cost  of 
vaccines  has  on  immunizing  children,  and  request  that  it  be  included  in  the  record. 

Cost  is  likely  to  be  a  factor  of  growing,  not  shrinking  importance  in  the  years 
ahead.  It  will  grow  because  total  vaccine  costs  to  each  family  likely  will  grow  as  new 
vaccines  come  onto  the  market.  Cost  also  will  become  an  increasingly  important  fac- 
tor because  more  and  more  children  are  likely  to  be  uninsured  in  the  years  ahead. 
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For  the  last  fifteen  years,  each  year  an  additional  1  percent  of  American  children 
have  lost  private  employer-based  health  insurance.  By  the  end  of  this  decade,  in  the 
absence  of  significant  health  reform,  fewer  than  half  of  the  nation's  children  will 
have  private  health  insurance.  Just  this  year,  an  estimated  800,000  additional  chil- 
dren will  be  uninsured — most  of  them  from  low  and  moderate  income  working  fami- 
lies. In  other  words,  cost  of  vaccines,  in  the  absence  of  VFC,  will  grow  inexorably 
as  a  problem  for  families  so  long  as  the  problem  of  employers  shedding  dependent 
insurance  (or  reducing  covered  benefits)  grows  and  remains  unaddressed. 

At  the  same  time,  the  cost  of  vaccines  is  likely  to  grow  even  more  important  as 
an  immunization  barrier  if  Medicaid  is  weakened.  The  Medicaid  program  is  much 
criticized  in  some  quarters.  But  it  has  done  an  extraordinary  job  of  insuring  children 
and  doing  so  at  relatively  modest  cost  (children  are  more  than  half  of  Medicaid  re- 
cipients, but  only  represent  one  quarter  of  the  expenditures).  The  Medicaid  expan- 
sions of  recent  years,  reaching  mostly  children  from  working  poor  and  moderate  in- 
come families,  have  offset  much  of  the  growth  in  uninsuredness  on  the  private  side. 
Now  such  growth  is  tapering  off,  and  may  be  reversed  in  this  Congress.  Such  a  re- 
versal would  be  a  mistake — a  block  grant  would  be  a  bigger  mistake  yet.  Shrinking 
Medicaid  eligibility  and  services  for  children,  or  letting  states  do  so  through  a  block 
grant,  would  add  millions  of  children  to  the  roles  of  the  uninsured  and  millions 
more  to  the  ranks  of  those  with  bare-bones  coverage,  weakening  children's  health 
and  our  nation's  productivity  in  the  years  ahead.  As  to  VFC,  even  the  most  modest 
Medicaid  changes  will  increase  VFC's  importance.  In  one  form  or  another,  to  one 
degree  or  another,  Medicaid  will  be  squeezed.  It  is  important  that  children  not  bear 
the  brunt  of  this,  and  that  the  strengths  of  Medicaid's  coverage  of  children  be  re- 
tained. But  as  Medicaid  is  squeezed,  the  number  of  uninsured  children  or  children 
with  providers  who  would  refer  out  immunization  work  in  the  absence  of  VFC  is 
likely  to  rise  substantially.  VFC  is  thus  a  crucial  bulwark  against  what  promises 
to  be  a  growing  problem  of  uninsured  families  and  working  families  to  whom  cost 
is  a  barrier. 

Repeal  of  the  VFC  program  at  this  stage  in  its  implementation  thus  would  be  a 
disaster  for  children,  and  dozens  of  state  health  officials  have  indicated  their  belief 
that  state  health  initiatives  and  children's  health  would  be  damaged.  The  many 
children  who  now  have  access  to  free  vaccines  from  their  regular  providers  in  their 
offices  would  be  forced  to  choose  between  paying  the  high  cost  of  vaccines  or  being 
referred  for  a  special  trip  to  a  public  clinic,  regardless  of  whether  the  clinic  was  ac- 
cessible, or  whether  the  parents'  work  schedule  permitted  a  timely  second  visit  for 
shots.  Children  who  are  in  a  doctor's  office  or  private  clinic  but  are  referred  to  a 
public  clinic  not  only  immediately  miss  an  opportunity  to  be  immunized,  but  face 
the  potential  additional  barriers  of  an  extra  visit,  inconvenient  clinic  hours,  and  long 
waiting  times.  The  resulting  attrition — fewer  children  immunized — is  inevitable.  By 
providing  federally  purchased  vaccines  to  children  in  their  own  doctors'  offices,  the 
VFC  program  decreases  the  number  of  referrals,  addressing  the  cost  barrier  in  an 
efficient  way  that  cannot  be  matched  by  the  provision  of  free  vaccines  at  public  clin- 
ics alone. 

Claims  that  the  nation  already  has  reached  the  goal  of  immunizing  90  percent  of 
two-year-old  children  and  therefore  VFC  is  not  needed  are  incorrect.  While  several 
specific  immunization  rates  (rates  of  immunization  for  a  single  vaccine)  are  between 
67  and  90  percent,  the  rate  of  immunization  for  the  entire  basic  vaccine  series  (4 
DTP,  3  polio  and  1  MMR)  is  only  66  percent.  It  is  this  measure — immunization  of 
a  child  against  the  full  range  of  preventable  disease — that  public  health  experts  use. 
Yet  one  third  of  our  nation's  two-year-old  children  (more  than  1.3  million  children) 
are  inadequately  protected  against  one  or  more  common,  preventable,  potentially 
fatal  or  disabling  diseases.  While  rates  for  individual  vaccines  went  up  in  early  1993 
compared  to  1992,  the  picture  is  hardly  rosy. 

•  First,  the  increases  are  not  as  described  in  a  piece  of  paper  circulated  to  some 

members  of  Congress  by  a  pharmaceutical  manufacturer  saying  incorrectly, 
"Source:  CDC,"  and  sajdng  1993  rates  for  two-year-olds  for  DTP  and  polio  (3 
doses)  were  90  percent.  This  is  not  a  Centers  for  Disease  Control  document.  The 
actual  numbers  for  1993,  were:  for  the  recommended  4  doses  of  DTP,  72  per- 
cent; for  polio,  79  percent;  for  MMR,  84  percent.  (See  attachment.) 

•  Second,  the  modest  increases  in  1993  compared  to  1992  are  encouraging,  but  are 

not  nearly  enough,  and  were  bvunps  likely  created  by  publicity  on  the  impor- 
tance of  immunization  engendered  by  the  debate  over  this  legislation  and  by  at- 
tention to  the  recent  epidemics.  But  the  multi-year  data  and  the  1993  data  on 
children  not  fully  immunized  show  the  nation  has  a  long-term  systemic  problem 
that  needs  a  systemic  solution. 
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States  also  would  be  severely  affected  by  a  repeal  of  the  VFC  program.  Most 
states  have  invested  time  and  dollars  in  developing  the  partnerships  and  infrastruc- 
ture necessary  to  integrate  the  VFC  program  into  their  existing  immunization  pro- 
grams. The  VfC  program  has  provided  tne  first  real  opportunity  for  states  to  forge 
strong  preventive  care  partnerships  between  the  public  and  private  health  care  sec- 
tors— partnerships  that  will  improve  the  delivery  of  a  range  of  health  care  services 
for  children.  All  states  have  taken  the  opportunity  provided  by  the  VFC  program 
to  purchase  additional  vaccines  at  the  federal  contract  price  for  some  (in  a  few  cases, 
all)  children  not  eligible  for  federally-purchased  vaccines.  This  option  for  additional 
state  purchase  is  recognized  by  almost  all  states  as  a  vital  component  of  the  VFC 
program. 

In  the  absence  of  VFC,  state  Medicaid  programs  again  would  be  required  to  pay 
the  cost  of  vaccines  for  Medicaid-enroUed  children.  This  would  be  particularly  dif- 
ficult in  those  states  that  already  have  improved  administration  fees  for  Medicaid 
vaccinations  or  otherwise  re-allocated  funds  saved  by  VFC  purchase  for  other  pur- 
poses. Florida  relied  heavily  on  VFC  to  reduce  its  Medicaid  budget  (by  $3.5  million), 
and  reports  that  physicians  across  the  state  have  embraced  the  VFC  program.  Cali- 
fornia has  invested  saved  Medicaid  fiinds  in  other  childhood  immunization  services. 

Finally,  the  assertion  that  the  Vaccines  for  Children  program  will  reduce  the  re- 
search and  development  of  new  vaccines  is  unfounded.  The  VFC  program  should 
stimulate  vaccine  manufacturers  to  invest  in  the  development  of  new  and  combina- 
tion vaccines,  protecting  children  against  additional  diseases,  requiring  fewer  vac- 
cinations, and  ultimately  lowering  treatment  and  immunization  costs  to  society.  Not 
only  does  the  VFC  legislation  specify  that  research  and  development  costs  be  consid- 
ered as  federal  contract  prices  are  negotiated,  but  it  provides  that  new  vaccines  are 
not  subject  to  a  price  cap.  Through  VFC,  vaccine  manufacturers  therefore  are  pro- 
vided a  relatively  quick,  large  and  guaranteed  market  for  new  vaccines,  at  prices 
that  will  allow  both  adequate  profit  and  research  and  development  costs,  imme- 
diately upon  recommendation  by  the  Advisory  Committee  on  Immunization  Prac- 
tices. The  program  ensures  that  eligible  children  have  access  to  all  recommended 
vaccines,  including  new  vaccines,  as  soon  as  they  are  added  to  the  immunization 
schedule.  This  is  a  positive  development  for  children,  providers  and  manufacturers. 
In  contrast,  the  Centers  for  Disease  Control  and  Prevention's  "Section  317"  program, 
while  another  essential  component  of  the  nation's  war  on  preventable  disease,  in 
many  states  provides  insufficient  quantities  of  some  currently  recommended  vac- 
cines, such  as  hepatitis  B,  does  not  provide  other  more  expensive  vaccines,  such  as 
the  DTP-HIB  combination,  and  does  not  guarantee  the  provision  of  new  vaccines. 

In  short,  the  VFC  program  is  already  a  crucial  part  of  the  nation's  arsenal  against 
deadly  or  disabling  cnilohood  diseases.  At  a  time  of  concern  about  government  costs, 
it  saves  many  times  its  cost.  At  a  time  of  concern  about  the  public  role,  it  represents 
an  important  public-private  partnership  to  get  Medicaid  and  uninsured  children  the 
care  they  neeo  in  their  private  doctors'  offices.  We  urge  the  members  of  this  Com- 
mittee to  support  the  VFC  program  and  permit  it  to  fiiUy  prove  its  tremendous 
worth  in  upcoming  years. 

Vaccination  Levels  Among  Children  Age  19-35  Months  by  Selected  Vaccines — United  States, 

1992  to  1994 
[Percent  of  children  in  that  age  group  immunized] 

First  Second 

Quarter        Quarter 

Vaccine  1992  1993  1994  1994 

OTP/DT' 

3+  doses 83.0         88.2  87.0         90.2 

4+  doses 59.0  72.1  67.2  70.4 

Polio 

3+  doses 72.4  78.9  76.0  80.0 

Hib2 

3+  doses 28.2  55.0  70.6  75.6 

Measles  82.5         84.1  89.6         91.6 

Hepatitis  B 

3+  doses -  16.3  25.5  29.4 

4DTP/3  polio/lMMR3  55.3  67.1  66.0  67.7 

Source:  Centers  for  Disease  Control  and  Prevention.  Morbidity  and  Mortality  Weekly  Report  1994:43:705-718  and  1995:44:142-143.149- 
150.396-398 
*The  Vaccines  for  Children  program  did  not  start  until  ttie  last  quarter  of  1994 
'  Diphtheria  and  tetanus  toxoids  and  pertussis  vaccine 
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^Haemophilus  influentae  type  b  vaccine 

'  Four  doses  of  DTP  vaccine,  three  doses  of  poliovirus  and  one  dose  of  measles-mumps-rubella  vaccine. 

SUMMARY  OF  SELECTED  STUDIES  DOCUMENTING  THE  ROLE  OF  VACCINE  COST  IN  GROW- 
ING REFERRALS  OF  CmLDREN  (SUCCESSFUL  AND  UNSUCCESSFUL)  FOR  IMMUNIZATION, 
AND  IN  THE  UNDER-IMMUNIZATION  OF  CHILDREN 

A  1993  survey  of  licensed  pediatricians  and  family  physicians  in  North  Carolina 
showed  that  93  percent  of  doctors  referred  children  to  public  clinics  for  immuniza- 
tions. Nearly  all  of  the  physicians  (95  percent)  cited  parents'  concerns  over  the  cost 
of  vaccines  as  a  very  important  determinant  in  their  decision  to  refer  children  to 
the  health  department.^ 

The  number  of  children  in  Dallas  referred  to  public  clinics  for  immunization  in- 
creased nearly  700  percent  between  1979  and  1988.  The  report  stated,  "A  new  influx 
of  patients  are  using  public  sector  immunizations,  potentially  creating  additional  fi- 
nancial stress  for  public  health  programs.  In  addition,  this  shift  to  the  public  sector 
may  undermine  the  health  departments'  ability  to  provide  new  vaccines  or  protect 
greater  numbers  of  children  with  immunization."  In  an  earlier  study,  the  authors 
found  that  65  percent  of  children  using  public  clinics  for  immunization  did  so  be- 
cause of  high  costs  in  private  facilities.^ 

Milwaukee  physicians  reported  immunizing  uninsured  patients  in  their  offices 
less  oft«n  than  patients  with  insurance.  Physicians  estimated  that  approximately 
half  of  their  uninsured  patients  decline  private  immunizations.  The  authors  con- 
cluded that  when  children  leave  their  physicians'  offices  without  receiving  immuni- 
zation, an  opportunity  is  lost.  There  is  no  assurance  that  families  who  decline  im- 
munizations in  their  physicians'  offices  for  financial  reasons  will  subsequently  have 
their  children  immunized  in  a  timely  manner.^ 

After  experiencing  dramatic  increases  in  the  number  of  children  seeking  immuni- 
zations at  public  clinics.  Orange  County,  California,  health  officials  wrote,  'Most  pri- 
vate health  insurance  plans  in  the  nation  fail  to  provide  coverage  for  preventive  im- 
munizations. As  a  result,  many  parents  forego  having  their  children  immunized  or 
use  public  clinics  for  immunization  services.  The  public  health  system  has  been 
overloaded  by  the  need  to  provide  immunizations.  As  those  in  moderately  difficult 
financial  circumstances  use  the  immunization  services  provided  by  the  public  sector, 
the  traditionally  underserved  population  in  greatest  need  of  immunization  and  at 
higher  risk  for  vaccine-preventable  diseases  may  be  increasingljr  displaced.  This  fac- 
tor may  be  exacerbating  and  feeding  the  U.S.  measles  epidemic.  American  families 
must  be  given  the  financial  means  to  gain  access  to  private  physicians  in  their  com- 
munities for  childhood  immunizations. '  * 

In  a  northern  California  study,  61  percent  of  public  immunization  clinic  patients 
had  a  family  doctor  or  other  medical  home  and  would  have  preferred  to  have  their 
children  immunized  by  those  providers.  Most  named  cost  as  the  main  barrier  to  im- 
munization at  their  usual  well-child  care  sources.^ 

Medicaid  and  lack  of  health  insurance  were  significantly  associated  with  under- 
vaccination  in  a  medical  chart  review  conducted  in  primary  care  offices  in  Roch- 
ester, NY.  This  review  showed  not  only  that  missed  immunization  opportunities  oc- 
curred frequently  and  contributed  significantly  to  the  undervaccination  of  preschool 
age  children,  but  that  the  impact  of  missed  opportunities  was  twice  as  great  for  chil- 
dren having  Medicaid  or  no  nealth  insurance  as  for  children  covered  by  private  in- 
surance.^ 

When  a  random  sample  of  members  of  the  American  Academy  of  Pediatrics  was 
surveyed  a  majority  (55.2%)  of  respondents  reported  referral  of  some  or  all  of  their 
patients  to  other  providers  for  immunizations  because  of  cost  to  the  patient.' 


^Bordley  W.C,  Freed  G.L.,  Garrett  J.,  et  al,  "Factors  Responsible  for  Immunizations  Referrals 
to  Health  Departments  in  North  Carolina,"  Pediatrics,  1994;  94:376-380. 

^Schulte  J.M.,  Bown  G.R.,  Zetzman  M.R.,  et  al,  "Changing  Immunization  Referral  Patterns 
Among  Pediatricians  and  Family  Practice  Physicians,  DaUas  County,  Texas,  1988."  Pediatrics, 
1991;  87:204-207. 

3  Arnold  P.J.,  and  Schlenker  T.L.,  "The  Impact  of  Health  Care  Financing  on  Childhood  Immu- 
nization Practices."  American  Journal  of  Diseases  of  Children,  1992;  146:728-732. 

*  Wagner  G.A.,  Gellert  G.A.,  Ehhng  L.R.,  "Insurance  Coverage  for  Preventive  Immunizations 
in  Childhood."  New  England  Journal  of  Medicine,  1992:  326:768-769. 

*Lieu  T.A.,  Smith  M.D.,  Newacheck  P.W.,  et  al.  Health  Insurance  and  Preventive  Care 
Sources  of  Children  at  Public  Immunization  Clinics."  Pediatrics,  1994;  93:373-378. 

^Szilagyi  P.G.,  Rodewald  L.E.,  Humiston  S.G.,  et  al,  "Missed  Opportunities  for  Childhood  Vac- 
cinations in  Office  Practices  and  the  Effect  on  Vaccination  Status.   Pediatrics,  1993;  91:1-7. 

'Ruch-Ross  H.S.,  O'Connor  K.G.,  "Immunization  Referral  Practices  of  Pediatricians  in  the 
United  States".  Pediatrics,  1994;  94:508-513. 
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Half  of  the  physicians  responding  to  a  survey  in  New  York  state  referred  some 
or  all  of  their  patients  elsewhere  for  vaccinations.  Most  of  the  referrals  were  to  a 
local  health  department  clinic  and  respondents  identified  financial  hardship  as  a 
"very  important"  reason  for  referral.  In  addition,  more  than  half  of  the  responding 
physicians  indicated  that  some  or  all  of  the  cost  of  childhood  vaccination  should  be 
underwritten  by  the  government.^ 
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Whitney  Houston.^e  months 

Every  child  under  the  age  of  two  needs  vaccinations  to  prevent 

childhood  diseases.  All  it  takes  is  five  visits  to  the  doctor  and 

there's  no  telling  how  far  your  child  will  go.  Give  them  five. 

Help  them  thrive.  To  find  out  how  to  get  free  vaccinations,  call 

1-800-325-CHILD. 


CHILD  VACCINATION  PROGRAM 


^im 


Sponsored  by  The  Children's  Defense  Fund,  The  New  York  City  Department  of  Health 
and  The  Chase  Manhattan  Bank. 

Additional  support  from  MTA  New  York  City  Transit.  ABNY.  NYNEX.  Con  Edison  and^5'">"-'?"'' 


8  "Physician  Vaccination  Referral  Practices  and  Vaccines  for  Children — New  York,   1994" 
MAfWR,  1995;  44:3-6. 
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Every  child  under  the  age  of  two  needs  vaccinations- to  prevent  childhood  diseases. 

All  it  takes  is  five  visits  to  the  doctor  and  there's  no  telling  how  far  your  child  will  go. 

Give  them  five.  Help  them  thrive.  To  find  out  how  to  get  free  vaccinations,  call 

1-800-325-CHILD. 

CHII^VACCINATION  PROGRAM  /""[^ 

Sponsored  by  The  Children's  Defense  Fund.  The  New  York  City  Departr _.  , 

and  The  Chase  Manhattan  Bank. 

Additional  support  Irom  MTA  New  Yori*  Cily  Transit,  ABNY,  NYNEX.  Con  Edison  and' ,. 
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Mr.  Greenwood.  Thank  you  very  much.  I  would  like  to  address 
a  question  or  two  to  Dr.  Smith.  You  wanted  to  make  the  point,  and 
did  in  your  testimony,  about  price  still  being  a  barrier.  I  think  you 
made  a  comment  to  the  effect  that  if  price  wasn't  a  barrier  in  this 
market,  it  would  be  the  only  market  in  which  it  wasn't  a  factor. 

What  did  you  say  was  the  rate  of  complete  immunizations  for 
children  2-years-old  and  under  in  your  State? 

Mr,  Smith.  Currently  it  is  about  57  percent,  up  from  30  percent 
when  we  did  a  study  in  1989. 

Mr.  Greenwood.  And  what  is  it  for  your  school-age  kids? 

Mr.  Smith.  School-age  children,  I  think  we  are  somewhere 
around  96  percent. 

Mr.  Greenwood.  Fifty-seven  versus  96. 

Mr.  Smith.  That  is  correct. 

Mr.  Greenwood.  Now,  it  doesn't  cost  any  more  to  immunize  a 
1-year-old  than  it  does  a  5-year~old,  right?  I  mean,  those  5-year- 
olds,  those  school-age  kids  aren't  immunized  because  it  is  less  ex- 
pensive to  immunize  them  when  they  become  3,  4  or  5;  is  that 
right? 

Mr.  Smith.  The  point  that  Dr.  Satcher — and  I  actually  disagree 
with  Mr.  Goldberg,  in  Texas,  you  do  not  have  to  have  a  full  com- 
plete series  which  would  be  the  best  scientific  way  to  be  immunized 
in  Texas  so  the  cost,  if  you  show  up  and  need  to  get  immunized 
for  school — and,  by  the  way,  that  burden  is  placed  on  the  public 
sector  in  Texas.  We  are  the  ones  that  run  the  weekend,  afternoon, 
school-based  clinics  to  do  what  should  have  been  done  for  the  pre- 
vious 5  years  to  all  kids,  rich,  poor  alike. 

The  reality  is,  though,  that  it  does  cost  less  because  they  do  not 
get  all  of  the  different  doses.  They  may  not  get  the  full  series  of 
polio,  they  may  not  get  all  four — in  fact,  they  do  not  get  all  four 
EDTP.  You  just  need  to  be  up  to  date  at  that  time  and  in  Texas, 
since  we  are  9  percent  of  all  the  kids  born,  that's  a  lot  of  kids  right 
there,  so  the  answer  to  your  question  is,  no,  it  is  less  expensive  to 
do  it  at  five. 

And  of  course,  the  other  side  of  the  equation  is  that  at  two  is 
when  we  are  seeing  the  diseases  and  earlier  and  in  Dallas  alone, 
the  cost  of  the  immunization  outbreak,  in  just  hospital  costs  for 
2,500  cases  and  12  deaths,  was  $3.6  million.  Not  lost  time  from 
work,  school,  anything  else. 

Houston's  outbreak,  which  followed,  $5.2  million.  Corpus  Christi, 
$2.8  million.  Star  County  $2.6  million.  Just  hospital  costs. 

So,  again,  we  have  to  factor  those  things  in  too  and  one  of  the 
reasons  why  you  see  a  diminution  of  cases  after  an  outbreak  is  that 
kids  get  immunized  by  the  wild  virus  that  passes,  some  of  which 
is  asymptomatic.  Not  all  kids  get  the  rash  and  the  fever. 

Mr.  Greenwood.  What  I  am  trying  to  get  at  here  is  the  fun- 
damental difference.  Dr.  Cooper  lamented  partisanship  in  this 
issue.  I  don't  think  it  is  a  partisan  issue.  Republicans  tend  to  be 
very  fearful  about  big  government,  multi-billion  dollar  programs. 
We  focus  on  individual  responsibility  and  see  what  we  can  do  to 
make  individuals  do  things  rather  than  focusing  on  what  big  gov- 
ernments can  do,  and  they  think  exactly  the  opposite. 

But  did  I  hear  you  say,  Dr.  Smith,  in  your  testimony  or  at  least 
in  your  comments,  that  you  did  not  have  a  problem  with  tying  a 
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requirement  to  immunization  to  certain  Federal  programs,  AFDC, 
food  stamps,  Medicaid;  is  that  correct? 

Mr.  Smith.  Yes.  We  did  not  use  policy  changes  but  that  is  cor- 
rect, sir.  The  answer  to  the  question  is  you  do  all  of  the  above.  You 
try  to  deal  with  costs  and  it  is  a  multiple  choice  question  and  the 
answer  is,  E,  all  of  the  above. 

Mr.  Greenwood.  Okay. 

Mr.  Smith.  What  we  did  is  we  moved  WIG,  we  took  away  excuses 
all  the  way  around.  Our  best  success  to  date  has  actually  been 
tying  in  with  WIG.  It  was  getting  the  vaccines  and  the  nurses  and 
a  tracking  system  into  that  setting. 

Mr.  Greenwood.  Let  me  ask  you  this  question.  We  have  seen  in- 
stances in  the  country  where  we  didn't  do  all  of  the  above  but 
where  certain  areas  have  tied  the  sticks  to  progress.  They  made 
gates  for  young  kids  into  day  care  and  so  forth.  We  also  have  seen 
programs  where  they  didn't  do  all  of  the  above,  but  they  tried  to 
make  free  vaccine  available.  There  are  a  handful,  at  least,  of  exam- 
ples of  that. 

Which  has  shown  the  greatest  increase  in  vaccination  rates? 

Mr.  Smith.  Good  question  and  I  will  answer  that. 

In  the  private  sector  in  Texas,  we  have  seen  an  increase  from  22 
percent  of  our  immunizations,  at  that  time  4.2  million  doses  going 
to  the  private  sector,  22  percent  of  4.2  million,  where  now  we  are 
seeing  33  percent  of  5.1  million  going  to  the  private  sector.  In  that 
market,  cost  was  interestingly  one  of  the  most  significant  issues. 
Whereas,  on  the  public  sector  side,  we  get  into  some  of  these  other 
linkage  opportunities,  as  I  would  describe  them. 

The  overarching  issue  for  us  was  bringing  the  private  business 
community  in  to  look  at  their  own  practices  to  partner  and  give  us 
money  for  prime  time  advertising.  And  it  all  comes  together,  you're 
right.  This  is  not  an  either/or,  it  should  not  be  partisan. 

Mr.  Greenwood.  I  am  not  sure  you  are  responding  to  my  ques- 
tion. If  you  look  at  the  instances  where  the  primary  modality  was 
to  make  it  a  requirement  to  get  WIG  or  other  programs,  and  you 
compare  it  to  programs  where  the  primary  modality  eliminating 
cost  as  a  barrier,  what  do  you  find? 

Mr.  Smith.  Gorrect. 

Mr.  Greenwood.  Everything  I  have  seen  is  that  the  gatekeeping 
approach,  if  you  cannot  afford  to  do  all  of  it,  is  probably  best.  If 
you  are  trying  to  get  the  most  rapid  increase,  it  seems  to  me  that 
all  of  the  studies  showed  that  gatekeeping  gets  you  there  first.  If 
your  goal  is  to  improve  it  by  50  percent,  you  are  going  to  get  the 
first  30-35  percent  out  of  gatekeeping  and  then  whatever  reducing 
the  cost  barrier  gets  you.  It  is  the  most  expensive  and  the  most  bu- 
reaucratic way  to  get  the  smallest  percentage.  Isn't  that  fairly  ac- 
curate? 

Mr.  Smith.  Not  in  a  State  with  the  number  of  uninsured  that 
Texas  has. 

When  v^'e  looked  at  the  A&M  study  which  looked  at  this  issue, 
in  the  private  sector,  and  our  biggest  gains  were  in  two  areas  and 
they  are  almost  the  same,  what  we  did  in  WIG  is  almost  parallel 
to  what  we  did  in  the  private  sector  picking  up  more  immuniza- 
tions. This  market  in  the  private  sector  was  cost  driven,  this  one 
was  tying  the  two  together.  So  I  can't  disassociate.  They  both  gave 
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me  about  the  same  bang  for  the  buck  which  is  well  over  250,000 
immunizations  a  piece. 

Mr.  Greenwood.  Thank  you  very  much. 

Mr.  Waxman? 

Mr.  Waxman.  Thank  you  very  much. 

Dr.  Smith,  why  don't  I  just  continue  on  with  you  because  you 
have  experienced  this  program  and  you  have  run  it  in  the  State  of 
Texas.  We  are  all  concerned  with  the  low  rates  of  immunization  of 
2-year-olds — not  5-year-olds  because  entering  into  school  seems  to 
make  a  big  difference.  Who  are  the  people  that  are  not  immunized? 
Are  they  people  who  are  getting  benefits  or  are  they  immigrants 
who  don't  get  any  benefits,  maybe  a  combination  of  them?  Do  you 
have  an3rthing  to  give  us  by  way  of  information  about  these  people? 

Mr.  Smith.  Yes,  a  little  bit  and  I  think  some  of  it  has  been  stated 
here  today. 

The  answer  to  the  question  is,  yes,  they  are  both  categories  and 
lower  middle  class.  In  Texas,  because  67  percent  of  our  jobs  are — 
actually  we  found  a  large  problem  in  the  small  business  market 
that  wasn't  providing  coverage,  particularly  for  kids.  We  are  begin- 
ning to  work  with  them  so,  interestingly,  it  was  often  the  lower 
middle  class,  a  wage-earner,  as  well  as  the  symptoms  clearly  of  our 
poor  and  also  of  immigrant,  in  migration  across  our  borders  and 
across  our  State  borders.  It  is  a  problem  for  all  of  you  because  we 
have  the  largest  migrant  base.  I  mean  Texas,  and  California  is  sec- 
ond. And  our  folks  are  all  heading  up  to  Maine,  Wisconsin,  Michi- 
gan and  Washington  right  now.  But  the  answer  is,  yes,  to  that 
question,  all  of  the  above. 

Mr.  Waxman.  How  big  a  problem  is  it  of  children  who  go  to  pri- 
vate doctors  but  don't  have  insurance  for  those  private  doctors  who 
give  the  immunization? 

Mr.  Smith.  The  study  in  Dallas  showed  a  700  percent  increase 
in  movement  of  the  number  of  kids  from  private  offices,  many  in 
north  Dallas,  to  the  public  heath  clinics  in  the  period  of  1989,  1990, 
1991.  The  most  significant  cited  reason  by  parents  and  pediatri- 
cians was  cost.  I  do  need  to  make  a  point  here  about  the  GAO 
study. 

I  was  supposed  to  speak  to  these  individuals  twice,  they  canceled 
on  me  once,  they  never  called  back  the  second  time  after  my  name 
was  given  to  them  being  on  the  NVAC  and  also  on  all  of  these 
other  committees  that  I  sit  on  including  sharing  the  Interagency 
Work  Group  for  CDC  as  well  as  running  one  of  the  largest  pro- 
grams. I  find  that  interesting. 

They  also  didn't  talk  to  parents.  If  you  want  to  talk  about  cost 
and  barriers,  then  go  interview  some  families  in  Lubbock  and  Spur, 
Texas,  and  figure  out  what  they  are.  It  is  one  of  my  big  problems. 

Mr.  Waxman.  Did  GAO  contact  any  of  you  at  this  table? 

[No  response.] 

Mr.  Waxman.  So  they  didn't  talk  to  Dr.  Satcher,  they  didn't  talk 
to  the  American  Academy  of  Pediatrics,  they  didn't  talk  to  at  least 
two  of  you  representing  the  people  who  run  the  program  at  the 
State  level  and  then  they  came  in  with  their  report,  saying  that 
cost  is  not  a  factor  particularly.  That  seems  odd. 

Well,  I  am  concerned  not  about  how  this  program  in  eight,  9 
months  is  doing  or  not  doing;  I  am  concerned  about  what  is  going 


243 

to  happen  in  the  future  because  the  world  is  going  to  be  changed 
when  this  Republican  budget  is  put  into  effect,  if  they  succeed.  One 
of  the  proposals  is  to  take  the  Medicaid  program  and  put  it  into 
a  block  grant  for  the  States  and  tell  the  States:  do  all  the  things 
you  do  under  Medicaid  but  you  are  not  going  to  have  to  be  account- 
able to  us  to  show  that  you  have  done  anything  in  particular  and 
you  have  no  obligation  to  provide  any  services  to  any  individuals 
because  they  don't  have  any  entitlement  to  services  any  longer. 

If  that  happens,  we  have  already  seen  the  CDC  funding  for  the 
immunization  grant  program  reduced  and  we  know  that  there  is 
going  to  be  even  further  large  cuts  in  all  discretionary  spending.  If 
we  were  to  repeal  the  VFC  program  or  simply  add  its  funding  to 
the  Medicaid  block  grant,  what  impact  will  this  have  on  the  ability 
of  doctors,  State  public  health  clinics  and  State  health  departments 
to  ensure  that  the  children  in  the  State  are  properly  immunized? 
Can  States  do  this  on  their  own  without  Federal  Government  in- 
volvement? 

Dr.  Smith,  are  you  willing  to  try  it? 

Mr.  Smith.  I  have  to  actually  reiterate  something  that  Jim 
talked  about  just  a  second  ago  and  that  is  what  we  are  talking 

Mr.  Waxman.  Jim? 

Mr.  Smith.  Jim  Weill  with  CDF. 

I  am  concerned  when  1  see  what  is  happening  to  the  preventive 
block  and  the  MNCH  block  which  were  also  in  my  Agency  and  if 
we  are  going  to  see  those  kinds  of  cuts,  potentially  one  half,  which 
do  not  duplicate  what  is  happening  in  Medicaid,  I  am  seriously  con- 
cerned. This  is  about  resources.  It  is  about  the  dollars  in  VFC  in 
my  State,  I  took  my  $50  million  that  the  State  invests  in  immuni- 
zation and  is  in  fact  paying  for  infrastructure,  nurses,  outreach, 
marketing  and  tracking  system  and  we  are  tying  our  tracking  sys- 
tem to  our  Medicaid  data  base  and  to  our  vital  statistics  so  that 
we  don't  have  more  than  one  and  it  is  linked  together. 

So  in  fact  what  would  happen,  I  would  have  to  shift  dollars  back 
out  of  those  areas  just  to  get  back  to  where  I  was  to  buy  50  per- 
cent, 60  percent  vaccine. 

Mr.  Waxman.  Mr.  Weill,  you  already  mentioned  this  issue  in 
your  testimony.  Dr.  Cooper? 

Mr.  Cooper.  It  would  be  painful  in  New  York  State,  very  painful. 

Mr.  Waxman.  Mr.  Goldberg,  have  you  looked  at  this  issue?  Have 
you  thought  about  that? 

Mr.  Goldberg.  The  question  again,  Congressman?  I'm  sorry? 

Mr.  Waxman.  If  we  see  that  the  grant  program  for  immuniza- 
tions is  decreased  and  we  see  the  VFC  program — childhood  immu- 
nization program  is  thrown  into  a  block  grant  of  Medicaid,  have 
you  looked  at  that  issue? 

Mr.  Goldberg.  I  tried  to  focus  my  research  on  the  impact  of  the 
entitlement  components  of  the  VFC  program.  As  I  think  I  indicated 
in  my  testimony,  the  317  components  of  the  immunization  pro- 
gram, I  sort  of  took  as  a  given.  So  whether  they  are  a  retrenchment 
overall  of  immunization  funding  or  a  lumping  into  it,  I  mean  it  re- 
mains to  be  seen.  I  happen  to  think  that  all  things  being  equal,  im- 
munization should  and  probably  would  receive  a  priority  but  I 
think  the  317  aspect  has  been  a  mainstay  and  probably  should  re- 
main so. 
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Mr.  Waxman.  Dr.  Gursky? 

Ms.  Gursky.  I  believe  the  commitment  to  immunization  from  the 
State  level  will  be  strong.  I  concur  that  decreased  funding  will  be 
a  problem  but  clearly  from  everjrthing  that  has  been  stated  today, 
immunization  is  a  major  issue  at  the  State  level.  I  believe  the  State 
levels,  by  virtue  of  our  immunization  action  plans,  are  capable  of 
handling  our  own  particular  immunization  needs  and  clearly  even 
if  it  were  not  a  concern  for  children  and  the  health  of  children  and 
the  health  of  our  communities,  it  has  been  very  clearly  brought  out 
today  that  vaccinating  children  saves  us  money  so  immunization 
will  be  a  priority. 

Mr.  Waxman.  Everybody  is  for  it  and  we  want  to  make  sure  it 
continues.  Mr.  Weill  I  noted  you  wanted  to  respond  to  my  question 
but  I  just  want  to  follow  up  one  question  with  Dr.  Gursky. 

If  we  ended  up  eliminating  the  purchasing  of  vaccines  by  the 
Federal  Government  in  bulk  and  then  distributing  to  the  States  or 
helping  the  States  get  it  at  a  lower  price,  which  seems  to  be  part 
of  what  the  drug  companies  would  like  as  a  way  to  give  them  extra 
inducements  for  research  and  development,  you  had  to  therefore 
negotiate  on  your  own  for  vaccine  purchases  from  the  manufactur- 
ers, do  you  think  you  would  be  spending  more  for  vaccines?  Would 
that  hurt  your  efforts  when  combined  with  the  effect  of  the  block 
grant  that  has  these  childhood  vaccine  funds  thrown  into  it? 

Ms.  Gursky.  I  believe  we  would  go  back  to  negotiating  vaccine 
prices  as  we  did  previously  and  that  we  would  use  nonvaccine-di- 
rected  funds  for  infrastructure  efforts  that  would  favorably  affect 
our  immunization  outcomes. 

Mr.  Waxman.  So  you  would  have  less  nonvaccine  funds  if  you 
were  paying  more  for  vaccines? 

Ms.  Gursky.  That  is  correct,  but  I  think  that  the  remainder  of 
those  funds  given  to  our  discretion  would  work  on  infrastructure 
and  tracking  systems  which  would  answer  our  immunization  prob- 
lems. 

Mr.  Waxman.  Mr.  Weill? 

Mr.  Weill.  I  think  your  question  made  my  point.  The  block 
grant  really  is  a  triple  whammy;  it  is  less  Federal  money,  children 
aren't  good  at  competing  politically  at  the  State  level  within  a  block 
grant  for  funds,  so  they  would  lose  more,  and  then  the  prices  would 
skyrocket  where  there  was  no  constraint  and  then  the  manufactur- 
ers would  not  sell  in  bulk  to  the  States  the  way  they  do  the  Federal 
Government.  So  you  would  have  these  three  forces  going  on.  States 
would  be  able  to  buy  a  quarter  or  a  third  of  the  vaccine  they  are 
currently  buying.  It  would  be  a  disaster. 

Mr.  Waxman.  Well,  my  time  is  long  expired  but  I  would  just 
make  one  rhetorical  statement.  And  that  is  you  are  suggesting  that 
children's  needs  aren't  always  given  a  high  priority  but  everybody 
says  they  are  for  immunization,  everybody  says  they  are  for  chil- 
dren. I  guess  the  reality  is  even  though  we  are  all  for  it  because 
it  all  makes  sense,  the  funds  don't  always  flow  in  that  direction. 

Mr.  Weill.  That's  right. 

Mr.  Klug.  Mr.  Bryant? 

Mr.  Bryant.  Well,  thank  you,  Mr.  Chairman.  I  am  going  to  have 
to  go  downstairs  and  vote  again.  This  markup  has  kept  me  running 
in  and  out  of  here  and  I  apologize. 
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I  would  first  like  to  say,  if  I  might  be  parochial  a  moment,  I  first 
thank  all  the  witnesses  for  being  here.  Dr.  Smith  from  Texas  has 
to  come  in  and  out  of  town  twice  to  get  here  and  I  appreciate  him 
very  much  for  making  the  effort  and  I  apologize  I  wasn't  here  the 
whole  time. 

I  would  like  to  say  it  is  curious  to  me  that  GAO  didn't  talk  to 
anybody  at  this  table  but  had  time  to  go  out  to  California  and  pho- 
tograph the  lobby  of  this  hotel  and  blow  these  pictures  up  for  us. 
I  guess  we  are  just  overworking  them. 

I  think  Mr.  Waxman  made  all  of  the  points  that  I  would  have 
attempted  to  make  in  my  questioning.  The  fact  that  we  have  gone 
from  30  to  60  percent  in  Texas  since  1989  has  got  to  reflect  an 
enormous  cost  savings  to  us  in  the  long  run  and  the  points  made 
by  Dr.  Smith  with  regard  to  the  workability  of  this  program  in  a 
great  big,  very  diverse  State — a  lot  of  folks  forget  we  have  18  mil- 
lion people  in  Texas,  we're  as  big  as  New  York  State,  we  have  three 
enormous  metropolitan  areas  right  in  the  middle  of  it  that  are  in 
the  top  seven  in  the  country  in  population. 

I  think  we  need  the  program  and  I  won't  burden  everybody  with 
rhetorical  questions.  Thank  you,  Mr.  Chairman. 

Mr.  Klug.  Gentlemen,  thank  you.  This  has  been  an  awfully  long 
day — and  gentle  lady,  my  apologies. 

I  guess  we  have  one  final  question  for  you. 

If  we  ultimately  decide  to  shift  to  a  block  grant  and  figure  out 
a  way  to  carve  out  money  specifically  for  an  immunization  pro- 
gram, if  you  had  your  choice,  would  you  narrowly  focus  the  money 
that  the  State  could  spend  only  on  purchasing  vaccines  or  would 
you  like  to  have  the  flexibility  to  do  other  things? 

Dr.  Gursky? 

Ms.  Gursky.  I  feel  strongly  that  we  need  the  flexibility  because 
each  State's  needs  are  very  different.  I  think  you  should  hold  us 
accountable  State  by  State  for  raising  our  immunization  levels  but 
our  States  are  different,  our  needs  are  different  and  we  need  the 
flexibility  to  be  accountable  to  you. 

Mr.  Klug.  Mr.  Goldberg? 

Mr.  Goldberg.  I  would  agree  with  Dr.  Gursky.  And  I  would  also 
make  an  additional  point  that  many  of  the  panelists  here  and 
many  of  the  State  health  officials  that  I  have  spoken  to  talk  about 
using  VFC  as  a  way  of  freeing  up  other  funds  to  do  things  that  are 
more  important  than  reducing  the  cost  of  vaccines.  That  is  sort  of 
a  Rube  Goldberg  way  of  doing  it — he  is  not  a  relation  of  mine;  I 
want  to  clear  that  up  for  the  record. 

>Aniy  not  just  give  them  the  money  directly  to  do  what  they  want 
and,  indeed,  there  are  other  advocate  groups  that  are  not  at  this 
table,  including  the  Children's  Health  Fund  that  have  suggested 
the  primary  comprehensive  primary  health  care  services  apart — 
that  kind  of  money  should  be  focused  and  targeted  rather  than  tak- 
ing the  money  and  just  giving  it  the  vaccine.  So  I  think  that  in  the 
context  of  the  block  grant,  you  get  a  pretty  good  bang  for  the  buck. 

Mr.  Klug.  Dr.  Smith,  one  way  only  or  flexibility? 

Mr.  Smith.  I  think  the  real  question  is  how  much. 

Mr.  Klug.  I'm  asking  the  questions. 

Mr.  Smith.  I  know,  but  I  flew  in  from  Texas  and  I  would  have 
to  answer  and  the  answer  is  how  much.  That  really  is  the  fun- 
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damental  issue,  can  you  cover  the  need?  Still,  the  question  remains 
which  is  actually  Dr.  Douglas's  question  which  is  still  how  much 
because  can  we  then  begin  to  deal  somehow  with  this  differential 
needed  for  R&D.  So  really  the  answer  to  the  question  is,  how 
much. 

Mr.  Klug.  Well,  assuming  it  is  the  same  money  it  is  today  just 
for  the  sake  of  argument.  Would  you  want  flexibility  or  only  pur- 
chasing? 

Mr,  Smith.  You  mean  assuming  current  levels  of  317  plus  cur- 
rent levels  of  VFC  all  rolled  up  together? 

Mr.  Klug.  Yes. 

Mr,  Smith.  And  including  the  ability  to  add  new  vaccines? 

Mr,  Klug.  The  question  is,  do  you  want  flexibility  or  do  you  only 
want  us  to 

Mr.  Smith.  But  it  is  the  real  world  I  live  in;  I  have  to  worry 
about  a  constantly  changing  birth  cohort  and  people  moving  in  and 
out  of  my  borders  and  people  traveling  to  your  State  right  now 
picking  vegetables.  It  is  not  that  simple. 

Mr.  Klug.  Dr.  Cooper? 

Mr.  Cooper.  Same  answer  as  Dr.  Smith.  We  need  the  flexibility, 
sorry.  We  need  the  ability  to  bring  in  new  vaccines  and  as  long  as 
we  can  have  the  ability  to  bring  in  new  vaccines,  as  long  as  States 
can  purchase  at  a  federally  negotiated  price  rather  than  going  one 
on  one.  I  would  say  that  I  fear  government  as  a  single  purchaser 
but  if  you  think  the  government  is  a  tough  purchaser,  wait  until 
you  have  to  deal  with  Aetna  and  Prudential  who  have  no  need 
whatsoever  to  be  concerned  about  long-term  R&D  or  any  pharma- 
ceutical company.  So  we  have  got  a  difficult  balancing  act  that  we 
have  to  deal  with. 

Mr.  Weill.  If,  as  you  indicated,  it  is  the  current  level,  I  would 
put  aside  roughly  the  portion  that  is  in  VFC  now  for  purchase  and 
let  the  States  use  the  rest  flexibly  for  outreach,  for  tracking,  for 
other  purposes. 

Mr.  Greenwood.  Again,  thank  you  all  very  much  for  coming.  I 
appreciate  it. 

Thank  you,  Mr.  Waxman,  for  hanging  tough  as  well. 

Thank  you. 

[Whereupon,  at  5:15  p.m.,  the  hearing  was  adjourned,  to  recon- 
vent  at  the  call  of  the  Chair.] 

[Additional  material  submitted  for  the  record  follows:] 

Association  of  State  and  Territorial  Health  Officials, 

Washington,  D.C. 

June  15,  1995 
The  Honorable  MiCHAEL  BiLlRAKiS, 

Chairman,  Subcommittee  on  Health  and  the  Environm.ent, 
U.S.  House  of  Representatives, 
Washington,  D.C.  20515 

Dear  Chairman  Bilirakis:  Thank  you  for  allowing  us  the  opportunity  to  provide 
written  testimony  on  the  subject  of  the  Vaccines  for  Children  program.  The  Associa- 
tion of  State  and  Territorial  Health  Officials  (ASTHO)  represents  the  public  health 
department  in  each  state  and  U.S.  territory.  One  of  the  unique  and  most  positive 
aspects  of  the  Vaccines  for  Children  program  is  that  states  may  innovate  in  their 
maximization  of  the  program's  benefits;  therefore,  state  health  officials  have  a 
unique  perspective  on  the  program's  successes  and  future  potential  to  impact  our 
nation's  childhood  immunization  rates.  As  your  subcommittee  is  conducting  an  over- 
sight hearing  on  the  Vaccines  for  Children  program,  I  hope  I  will  be  of  service  in 
describing  states'  experiences  with  this  initiative. 
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While  states  understand  that  the  Vaccines  for  Children  (VFC)  program  has  had 
some  start-up  problems,  it  is  nevertheless  a  very  valuable  tool  for  many  states  and 
promises  to  be  of  ever  greater  value  as  implementation  proceeds.  I  would  like  to  de- 
scribe some  of  the  benefits  provided  to  states  by  the  VFCprogram: 

Increasing  Immunization  Rates — First  and  foremost,  VFC  helps  states  come  closer 
to  reaching  their  90  percent  immunization  goals.  The  state  of  Delaware  estimates 
that  the  Vaccines  for  Children  program  will  increase  the  state's  immunization  rates 
by  10-15  percent.!  North  Dakota  states  that  "immunization  levels  in  1994  were  ap- 
proximately 68  percent.  Immunization  levels  in  1995  are  anticipated  to  increase  to 
85  percent  with  the  90  percent  goal  reached  in  1996  as  a  result  of  the  universal 
vaccination  program."  ^  The  Oregon  Department  of  Human  Resources  says  that 
"there  are  thousands  of  children  being  immunized  through  VFC  who  would  not  be 
eligible  for  state-supplied  vaccine  any  other  way."  ^ 

As  a  nation,  we  have  been  successful  in  recently  increasing  our  childhood  immuni- 
zation rates,  yet  we  should  not  forget  that  millions  of  children  are  born  each  year 
in  this  country.  Our  immunization  strategy  should  be  long-term,  not  sporadic.  VFC 
establishes  a  system  for  the  long-term  immunization  of  children,  not  only  for  exist- 
ing vaccines,  but  for  new  ones  such  as  chickenpox.  While  some  antigen-specific  data 
may  appear  to  indicate  that  we  are  close  to  our  90  percent  goal,  when  considering 
which  children  have  had  all  their  shots,  the  numbers  are  lower.  (For  example,  some 
children  may  have  had  their  DTP,  some  their  polio,  and  some  their  MMR,  but  they 
£ire  not  necessarily  all  the  same  children.)  There  are  two  million  children  between 
19  and  37  months  of  age  who  are  not  series-complete  (4  doses  of  DTP,  3  polio  and 
one  MMR)."*  Moreover,  this  series  does  not  consider  vaccines  that  we  normally  ad- 
minister to  infants,  including  Hib  and  Hepatitis-B.  In  summary,  our  work  is  far 
from  over. 

Universal  Purchase  Option — Another  benefit  of  the  Vaccines  for  Children  program 
is  that  states  may  supplement  the  federal  purchase  of  vaccines  with  state  purchases 
at  the  "federal  contract  rate."  This  allows  states  that  wish  to  provide  vaccine  for  all 
their  children  to  do  so  by  adding  their  vaccine  orders  to  the  federally  negotiated  con- 
tracts with  vaccine  manufacturers.  As  an  example,  Illinois  estimates  that  without 
this  option  to  purchase,  its  buying  power  would  be  reduced  by  at  least  25  percent, 
or  approximately  120,000  fewer  doses  of  vaccine.^  This  arrangement  also  benefits 
vaccine  manufacturers,  which  achieve  market  stability  from  the  commitment  of  the 
federal  and  state  government  contracts.  The  importance  of  this  aspect  of  the  pro- 
gram to  states  cannot  be  overemphasized. 

Strengthening  the  Public-Private  Partnership — ^Vaccines  for  Children  also  takes  a 
positive  view  of  health  care  by  strengthening  the  public-private  partnership.  The 
program  provides  free  vaccines  for  eligible  children  to  be  given  in  the  child's  'medi- 
cal home'  which  reinforces  the  importance  of  a  primary  care  provider  and  strength- 
ens the  link  to  other  medical  services.  Florida  has  stated  that  "physicians  across 
(the  state)  have  embraced  the  VFC  program . . .  VFC  has  increased  the  availability 
of  culturally  sensitive  immunization  services  for  historically  hard-to-reach  pa- 
tients."^ In  many  states,  any  remission  of  the  VFC  program  would  represent  a  seri- 
ous breach  of  faith  with  the  provider  community.  Oregon  is  another  active  partici- 
pant in  the  program  and  believes  the  public-private  link  is  critical.  The  Oregon  De- 
partment of  Human  Resources  is  "actively  recruiting  and  training  private  providers 
to  initiate  or  increase  immunization  services.  Without  VFC,  this  puolic/private  part- 
nership would  cease  to  exist.  Even  more  devastating  is  the  likelihood  that  this  team 
approach  would  be  forever  destroyed.  The  private  sector  would  never  again  trust  the 
government  to  assist  their  efforts  to  improve  immunization  rates.'' 

Cost  Savings  for  States — According  to  an  informal  ASTHO  survey  of  state  health 
departments  conducted  in  March,  many  states  are  expecting  that  they  will  experi- 
ence significant  savings  due  to  implementation  of  the  Vaccines  for  Children  pro- 
gram. The  estimates  of  such  savings  range  from  approximately  $200,000  per  state 
to  one  state  that  anticipates  about  $12  million  in  savings.  States  are  demonstrating 
creativity  and  innovation  in  redirecting  savings  anticipated  from  the  program,  in- 
cluding: bolstering  of  vaccine  administration  fees  for  physicians;  financing  for  immu- 
nization of  "underinsured"  children  (those  whose  insurance  does  not  cover  immuni- 
zations) in  public  and  private  settings;  provision  of  new  vaccines  such  as  varicella, 


^Excerpts  From  States'  Responses  on  Impact  of  VFC  1 317,  ASTHO,  1995. 

2  Ibid. 

3  Ibid. 

*MMWR,  March  1995. 

^Excerpts  From  States  Responses  on  Impact  of  VFC  1317,  ASTHO,  1995. 

«Ibid. 

Hbid. 
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and  for  other  additional  cohorts  of  specific  vaccines  such  as  Hepatitis  B  and  mea- 
sles, mumps  and  rubella  (MMR);  development  and  enhancement  of  state-wide  im- 
munization information  tracking  systems;  vaccine  purchase  for  children  who  are  not 
WC  eligible;  financing  of  new  vaccines,  such  as  varicella,  for  children  in  universal 
purchase  rates;  and  supplemental  funding  for  development  of  community-based  Im- 
munization Action  Plans. ^ 

In  spite  of  the  benefits  to  states  described  above,  several  issues  have  been  raised 
about  the  usefulness  of  the  program.  The  argument  is  occasionally  made  that  the 
price  of  vaccines  is  not  the  true  impediment  to  achieving  high  childhood  immuniza- 
tion rates.  While  cost  is  only  one  of  the  several  identified  oarriers  to  immunizing 
children  fully,  there  is  substantial  research  to  indicate  that  cost  is  a  factor  requiring 
a  remedy  for  many  families.  For  example,  a  1993  survey  of  licensed  pediatricians 
and  family  physicians  in  North  Carolina  showed  that  93  percent  of  doctors  referred 
some  children  to  public  clinics  for  immunizations.  Nearly  all  (95  percent)  cited  par- 
ents' concerns  over  the  cost  of  vaccines  as  a  very  important  determinant  in  their 
decision  to  refer  children  to  the  health  department.^  Clearly,  cost  is  an  issue  which 
should  be  addressed  if  our  effort  to  increase  immunization  rates  are  serious.  Addi- 
tional impediments  including  inadequate  outreach,  education  and  tracking,  and  in- 
sufficient clinic  hours,  are  also  being  tackled  at  the  state  level,  often  with  the  help 
of  VFC  savings.  We  encourage  Congress  to  support  these  efforts  and  to  work  with 
states  and  providers  to  address  all  barriers  to  full  childhood  immunization,  includ- 
ing cost. 

Finally,  some  questions  have  been  asked  about  the  method  by  which  VFC  vac- 
cines are  distributed,  given  that  CDC  was  unable  to  sign  distribution  contracts  with 
ail  the  vaccine  manufacturers.  Of  the  49  states  participating  in  the  Vaccines  for 
Children  program,  35  have  public  and  private  distribution  systems  in  place;  the  re- 
maining 14  states  were  left  without  a  system  of  distributing  to  private  providers 
when  tlie  planned  national  distribution  system  was  cancelled  just  before  the  pro- 
gram's start  date.  However,  these  14  states  are  in  various  stages  of  developing  their 
own  distribution  system  to  private  providers  and  plan  to  be  fully  operational  later 
this  year  or  sometime  in  1996,  at  the  latest. 

Mr.  Chairman,  I  appreciate  having  the  opportunity  to  provide  state  health  depart- 
ments' views  on  this  important  program.  While  state  health  officials  recognize  that 
the  Vaccines  for  Children  program  s  implementation  has  encountered  its  share  of 
challenges  (not  unlike  many  programs  in  their  earliest  stages),  the  program's  cur- 
rent benefits  and  potential  bode  well  for  states  and  our  nation's  children.  Moreover, 
ASTHO  believes  that  the  commitment  has  been  made  by  the  federal  government  to 
states,  private  providers  and  parents  and  should  not  be  withdrawn,  nor  the  program 
scaled  back,  especially  at  this  critical  implementation  stage.  Thank  you  for  your  in- 
terest in  this  important  public  health  matter. 
Sincerely, 

Christopher  Atchison, 
Director,  Iowa  Department  of  Public  Health 
President,  Association  of  State  and  Territorial  Health  Officials 

o 


^ ASTHO  Statement  on  Estimates  From  States  on  Anticipated  Savings  From  the  Vaccines  for 
Children  Program,  ASTHO,  1995. 

»W.C.  Bordley,  G.L.  Freed,  J.  Garrett,  et  al,  "Factors  Responsible  for  Immunization  Referrals 
to  Health  Departments  in  North  Carolina,"  Pediatrics,  1994. 
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